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REVIES) OF OPERATIONS AND ACTIVITIES OF THE 
FEDERAL MARITIME BOARD AND MARITIME AD- 


MINISTRATION 


FRIDAY, MARCH 20, 1959 


Houss or REPRESENTATIVES, 
CoMMITTEE ON MurcHant MARINE AND FISHERIES, 
Washington, D.C. 

The committee met at 10 a.m., pursuant to notice, in room 219, 
Old House Office Building, Hon. Herbert C. Bonner (chairman) 
presiding. 

The CuarrMaNn. The committee will come to order. 

We are meeting this morning to hear from the Chairman of the 
Federa! Maritime Board and the Maritime Administrator, Hon. 
Clarence G. Morse, on the status of operations and activities in these 
important agencies under his direction. 

In view of the importance of the work of the maritime agencies to 
the American merchant marine, the Chair felt that it was desirable 
to give the members of the full committee an opportunity to gain 
insight into the activities of these agencies. The need for this hearing 
is especially apparent in the light of that portion of the President’s 
budget message devoted to the promotion of water transportation. 

Accordingly, even though we are limited as to time, I am certain 
that Mr. Morse’s review of his operations will be of great value to 
all the members. 


STATEMENTS OF HON. CLARENCE G. MORSE, CHAIRMAN, FED- 
ERAL MARITIME BOARD AND MARITIME ADMINISTRATOR; 
BEN H. GUILL, VICE CHAIRMAN, FEDERAL MARITIME BOARD; 
THOMAS E. STAKEM, JR., MEMBER, FEDERAL MARITIME 
BOARD; WALTER C. FORD, DEPUTY ADMINISTRATOR; ELMER 
E. METZ, CHIEF, OFFICE OF GOVERNMENT AID, AND CLYDE L. 
MILLER, ORGANIZATION AND METHODS OFFICER, MARITIME 
ADMINISTRATION 


Mr. Morse. Good morning, gentlemen. I am pleased to have this 
opportunity of appearing before this committee and reporting on our 
activities in Maritime. 

_Thave here with me today, Vice Chairman Ben Guill, of the Mari- 
time Board, Tom Stakem, also a member of the Maritime Board, 
Adm. Walter Ford, Deputy Maritime Administrator, Mr. Elmer Metz, 
who is Chief of the Office of Government Aid, and Mr. Clyde Miller, 
who runs our Organization and Methods Office. 
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I will read the first part of my statement and the balance will be | 


more or less commenting from an outline. 

Since there are a number of new members on your committee, | 
will begin by reviewing briefly the basic responsibilities of the Fed- 
eral Maritime Board and the Maritime Administration, and the rela- 
tionship of these agencies to each other and the Department of 
Commerce. 

The Merchant Marine Act, 1936, as amended, and related maritime 
laws have established the basic principles and policies of the US. 
Government with respect to the Sociien merchant marine. These 
principles provide for the development and promotion of an American 
merchant marine sufficient to carry the domestic waterborne com- 
merce and a substantial portion of the foreign commerce of the coun- 
try; capable of serving as a naval auxiliary in time of war; owned and 
operated under U.S. flag by citizens of the United States, insofar as 
may be practicable; and composed of the best equipped, safest, and 


most suitable types of vessels manned by a trained and efficient | 


citizen personnel. 
The Federal Maritime Board and the Maritime Administration are 
responsible for carrying out these national policies and principles. 


The Board and Administration were established as agencies within | 


the Department of Commerce by Reorganization Plan No. 21, effective 
May 24, 1950. They are the successor agencies to the governmental 
organization which has existed since 1916, under various names, for 
the purpose of administering our shipping laws. 

The Federal Maritime Board is composed of three members, ap- 
pointed by the President, by and with the advice and consent of the 
Senate. The President designates one of the members to be the 
Chairman of the Board, who also serves, ex officio, as Maritime 
Administrator. 

Reorganization Plan No. 21 transferred to the Federal Maritime 
Board the regulatory functions of the former Maritime Commission 
and the functions with respect to making, amending, and terminating 
subsidy contracts, conducting hearings and making determinations 
antecedent thereto, under the provisions of the Merchant Marine 
Act, 1936, as amended. 

We have previously reported to your committee concerning the 
Board’s regulatory activities. Briefly, they include the regulation 
and control of rates, services, practices, and agreements of common 
carriers by water and of other persons, under provisions of the Shipping 
Act, 1916, as amended, and other shipping laws; making rules and 
regulations affecting shipping in the foreign trade; and investigating 
discriminatory practices in such trade. The Board, in respect of 
these regulatory functions, is independent of the Secretary of 
Commerce. 


In administering its other functions, the Board is guided by the | 


general policies of the Secretary of Commerce. However, the actions 
of the Board in regard to its subsidy functions are final. 

Those, in general, are the functions of the Federal Maritime Board. 
It was considered under plan No. 21 that these functions required the 
deliberations and independence of judgment of a board. On the other 


hand, it was felt that the large variety of business-type programs of | 


the former Maritime Commission required the direction of a single 
executive. 
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Thus, the Maritime Administration, with the Maritime Administra- 
tor as its head, performs the functions of the former Maritime Com- 
mission which were not. transferred to the Federal Maritime Board 
under plan No. 21, as well as certain other functions not previously 
yested in the former Maritime Commission. 

The Maritime Administration’s functions include the following: 
shipbuilding ; providing insurance on private loans and mortgages for 
ship construction; maintenance of national defense reserve fleets, 
reserve shipyards, and other facilities; sale of ships; maritime training; 
and research and development in the maritime field. Many of its 
actions are based on determinations made by the Federal Maritime 
Board. For example, it administers all subsidy contracts entered 
into by the Board. 

The Administration carries out all its functions under a delegation 
of authority from the Secretary of Commerce. 

Attached to the material which has been handed to each of you 
gentlemen are some charts. _ 

The first one is entitled, “Ship Construction and Conversion Pro- 
gram.” A larger chart is shown here on the easel. 

We are now engaged in the largest shipbuilding program in peace- 
time history. ‘The chart which we have handed to you will show the 
deadweight tonnage and cost of merchant ships completed in U.S. 
shipyards, either new construction or conversion, for the fiscal years 
1956, 1957, 1958 and the half of fiscal 1959. It shows that there 
were 112 ships involved and the amount is $807 million. 

I will interpolate here to say that, as a result of the Suez crisis, 
there was a large bulge in placement of orders for tankers. Some- 
where in the neighborhood of 85 or 90 tankers were contracted in 
American yards at that time, most of them for American-flag owner- 
ship and operation but a few, as I recall in the neighborhood of 10 
perhaps with the consent of Maritime were contracted in American 
yards for foreign ownership and foreign operation. 

Mr. Toutterson. Mr. Chairman, could I ask a question there? 

Do I understand from what you say that if a foreigner wants to 
build a ship in our yard he has to get the permission of the Maritime 
Administration? 

Mr. Morss. Yes, under sections 9 and 37 of the 1916 act. 

As of January 1 of this year there were 85 ships under contract for 
construction or conversion. The aggregate cost was $887 million. 
Kighty-two of these ships were for private account and three for 
Government account, the three for Government account being the 
Savannah, the T—5 tanker down at Ingalls and the Coast and Geodetic 
Survey ship which is being built in San Diego, Calif. 

The long-range nucleus for our shipbuilding program is in our sub- 
sidized fleet. We have 15 subsidized operators and in the subsidy 
contracts of these operators there is a replacement obligation spelled 
out, phased over a period of approximately 14 years, so that we will 
have a long-range continual building program on a relatively stable 

se. 

When you start out with a number of approximately 310 ships that 
are under subsidy at the present time and you reduce that by 29 or, 
in round figures say, 30, and these are the mariners that have been 
acquired within the last several years by these subsidized operators, 
you reduce the 310 to 280 vessels in round figures which are under 
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subsidy and-which are required to be replaced during the next 14 years. 

Obviously, 14 into 280 is 20 ships per year and that is the minimum 
goal which we are endeavoring to achieve on dry cargo construction, 

The object is to avoid block obsolescence. 

You will see from your charts that most of the American-flag mer: 
chant fleet was built during the World War II period from 1942 to 
1946. Those World War II ships will, therefore, become 20 years of 
age in the period 1962 to 1966. i 

We have about 1,100 ships in our operating fleet, our active mer- 
chant fleet. About 90 percent of those were built during the World 
War IT period so that it is obvious that we would be unable to replace 
that large number of ships in that 4-year space of time. Physically 
we do not have the shipyard capability and, secondly, it would be 
unwise programing to replace that many ships in a 4-year period and 
then have a stationary period for another 10 or 15 years in our ship- 
building program. So we have endeavored to progrsm this ship- 
building so that it will be spread over the 14-year span that we are 
talking about. 

We are assured of being able to replace our vessels that are under 
operating subsidy. We have no like assurance that we can replace 
the balance of our fleet because there is no contractual commitment 
to the Government by the other owners to replace their vessels. 

Of the 1,100 ships, in round figures, we have 450 vessels that are 
in our liner trades to foreign countries. Of those 450, 310 are pres- 
ently receiving operating subsidy. The rest of the fleet of about 600 
vessels, about half of them are tankers and the other half are tramps, 
vessels operating in the domestic coastwise-intercoastal trades and to 
our noncontiguous territories, and vessels owned and operated by 
industrial carriers. 

The tankers by and large will be able to replace themselves year 
in and year out on the premise that most of them are owned by the 
major oil companies or are required in the domestic coastwise and 
intercoastal operation. So there will be a fairly steady continuation 
of tanker building. 

As to the balance of the fleet, the tramps, the domestic coastwise 
and intercoastal operators and those odds and ends, the prospect of 
their replacing themselves over a period of years is rather remote. 

The programs are marginal by and large, and the owners cannot 
afford to build the expensive new tonnage to replace the World War II 
vessels which were bought at a fairly low price. 

In calendar year 1958 there were four combination ships which 
were activated, put into the American fleet, two for Grace and two 
for Moore-McCormack. These were started about 2 years ago. 

In fiscal year 1958, we have awarded contracts for 15 cargo ships, 
4 for American Export, 2 for APL, 5 for Lykes, and 4 for Moore- 
McCormack. These contracts resulted in the trade-in of 17 older 
ships at an average trade-in price of $1,180,000 in round figures which 
will be reduced to about $1,022,000 per vessel by the charge which 
we make to the former owners for the use of the vessels during the 
time when the replacement vessels are being built. 

In fiscal 1959 we have funds programed for the construction of 21 
ships. We have already awarded contracts for 11 of these, 4 to Lykes, 
8 to Moore-McCormack, and 2 or 3 days ago we awarded 4 for Ameri- 
can Export. In the balance of this fiscal year we expect to award 
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| eight additional, three for American Mail, three for Mississippi, and 


two for Pacific Far East Line. The Mississippi bids were opened 
March 17 and the preliminary look indicates that Avondale was the 
low bidder. 

There is about $12 million of our aggregate shipbuilding fund which 
has not been allotted at the moment but we will have spent or obli- 
gated all but $12 million of our shipbuilding funds. 

Mr. Mitter. Who got the American Export Lines contract? 

Mr. Morse. National Steel & Shipbuilding at San Diego on a com- 

etitive low bid price. 

To assist this shipbuilding program, the law permits us to pay con- 
struction differential subsidy to place the American ship operator on 
a parity with his foreign competitor on ship costs, the capital cost of 
the ships. The reason for this aid is that vessels operated under 
operating ‘subsidy must be built in American yards and must be 
manned, of course, by American seamen, but the cost of building 
her in the United States is nearly double what it is in building the 
identical ship in Japanese or European or English yards. 

When we require that national defense features be incorporated in 
the vessels, for example, heavy lift booms, 60-ton booms or greater 
lifting capacity which do not have commercial utility, we will pick 
that up as a national defense expense and pay for that item ourselves. 
The Government will pay for it. If the item has commercial utility, 
then we charge that portion of the item which has commercial utility 
to the owner and he pays for it on the same basis that he would pay for 
the commercial ship itself. 

We are using Japan as the foreign shipbuilding center at the present 
time because our examinations abroad have disclosed that Japan is 
now the low-cost shipbuilding country in the world. 

Mr. Boykin. What was that? 

Mr. Morse. Japan is now the low-cost shipbuilding country of the 
world. They have a tremendous shipbuilding capacity over there. 
They have real need for employment and they are cutting their bids 
to the bone in order to get new construction. As a matter of fact, 
they are now quoting fixed price bids and giving very favorable 
deferred payment terms with the assistance of the Japanese Govern- 
ment and the banks. 

West Germany and Holland are probably the next low-cost centers. 
We have used both West Germany and Holland in recent years as the 
low-cost area but we have now found out that Japan is lower today 
than those other two countries. 

Mr. Minter. Mr. Chairman, I would like to ask Mr. Morse a 
question. 

The CHarRMAN. Yes. 

Mr. Miter. In studying the cost of Japanese construction have 
you followed it over a period of years? 

Mr. Morse. Yes. 

Mr. Mitter. Have the costs gone up any in recent years? 

Mr. Morse. It fluctuates by supply and demand. 

Mr. Mitier. I was in Japan last year. I was told that as far as 
our airplane contracts for maintaining planes were concerned that 
within a period of a year from about $540 an average man-year for 
mechanics or people at these places it has risen to about $1,080 per 


38307—59——-2 
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year. It doubled. This was brought about by a new Japanese law 
requiring certain types of social security that even go beyond ours. 

I have read something on that since. They have gone into a 
system that is very rigid and there is a general feeling on the part of the 
Japanese through collective bargaining and that sort of thing to jack 
up these wages. 

Apparently that has been the case in that field and I was wonderin 
whether you were getting any such information in your studies of the 
Japanese economy with respect to shipbuilding. 

Mr. Morss. We have quite detailed information of wages and fringe 
benefits and everything of that character, but we look primarily at 
what is the selling price. ? 

Mr. Miuxer. That is right. The only reason I was asking is that 
we are always frightened at cheap labor coming out of such places, 
I feel that these people are making a very definite effort to raise their 
living standards and, as time goes on, there will be a gradual closing 
of the gap between our standards and theirs. I was wondering 
whether it was evidencing itself in our newer studies. 

Mr. Morss. Yes. We do have records of the fact that they are 
having wage increases. They are unionized to a degree over there 
and have a lot of very fair annual fringe benefits in some areas, 

Mr. Miuuer. The wages are low, but they go into fringe benefits 
of this nature: They have a summer bonus in which a man must be 
paid for 5 weeks’ work in the summertime and a winter bonus of 3 
weeks’ work in most of the places so that a man’s basic wage may 
be comparatively low but he gets the equivalent of 2 months’ salary 
a year in the form of bonuses if he works continuously. 

This is also, I believe, the European method. We got into some 
trouble in it in France because in France all workers get a month’s 
pay at Christmas time. This is called a bonus but it is actually part 
of the salary scale. We tried to equalize this when we hired local 
people and paid them for 13 months over a 12 months’ period, but 
that was not cash in hand around Christmas time and they still 
wanted it. 

In Japan, we do not hire any Japanese local labor to work for us. 
We have to contract because, under our law, we do not possibly pay 
these bonuses in order to get work done. 

Mr. Gross. If the gentleman will yield, the Japanese insist on it. 

Mr. Mititer. When we speak of hiring French or Germans or 
anything else, they are not carried on American payrolls. 

n the case of Germany, the German Government hires them and 
we reimburse and in the case of France it is the same thing on direct 
contract. 

Mr. Morse. We found that during the Suez situation and shortly 
thereafter when it was a sellers’ market as far as shipbuilding was 
concerned that the Japanese prices were inclined to go higher than the 
prices in West Germany and Holland. 

Now, when it isa buyers’ market, as far as shipbuilding is concerned, 
the Japanese are willing to undercut below the other people to get the 
business. 

Mr. Miter. I know that in 1957 I saw British ships in Dutch 
yards for overhaul. I wondered what had been the condition at that 
time in England, whether it was a matter of price or whether the 
British yards were filled at that time. 





purpo 


Mr. 
to tak 
itis 
centel 


part, 








r 


REVIEW OF OPERATIONS OF FEDERAL MARITIME BOARD 7 


Mr. Morse. It was partly a matter of price and partly a matter of 
the yards being filled. 

Mr. Cuark. Would the gentleman yield for a question? 

Mr. Miter. Yes. 

Mr. Cuarx. What are we paying in advancing money to Japan in 

' the building of these ships? 

Mr. Morse. The Government? 

Mr. Cuark. Yes. 

Mr. Morse. Nothing. You will see on page 5 of this memorandum 
that we have identified nine companies to whom we have awarded 
shipbuilding subsidy contracts in calendar year 1958 and you will see 
in the right-hand column that the percentage of subsidy will range 
fom a low of 44% percent to 50 percent. 

Under the law, the maximum that we can pay in construction sub- 
idy is 50 percent. 

Now, the reason for the variations in the percentage are funda- 
nentally two: One is that there is a variation from time to time in 
the actual cost of building a ship in the foreign shipyards depending 

| there, as here, on how competitive the shipyards may be for getting 
business. ‘The same thing applies here. We will get a low subsidy 
rte here if the yards are particularly anxious to get business and will 
bid with little or no profit and reduced overhead in order to keep their 
plant operating. 

Mr. Gross. Mr. Chairman, may I ask a question at this point? 

The CHarrMAn. Yes. 

Mr. Gross. Are you using the Japanese now because of their low 
ost? They are used to establish the formula for low cost for subsidy 
purposes? 

Mr. Morse. At the present time we are using Japan; yes,sir. 

Mr. Gross. You take the lowest, then? 

Mr. Morss. Not necessarily. The statute says we are authorized 
to take a low-cost shipbuilding center. And I do not recall whether 
itis in the statute but it is contemplated that it would be a low-cost 
enter to which the operator, if he were free to choose, would be likely 
to go. 

We have not accepted the lowest price center in all cases. It, in 
part, turns on economic stability, political stability in the country, as 
well as the cost factors involved. 

We try to appraise it on a sound, prudent businessman’s judg- 
ment—would he go to Japan, would he go to West Germany, would 
hego to England, would he go to Italy, or what have you—in deter- 
mning whether a given country will be selected as the low-cost 
enter for the particular ship. 

Mr. Gross. That is very interesting because, since the end of the 
var, we have built up their industry. Only recently we made quite 
idevelopment loan to Japanese private interests for power generation 
iid the old zaibatsu is back again; that is the old trust system that 
General MacArthur broke up after the war, “zaibatsu’’ meaning 
‘property gang” in the Japanese language of the street, so that that 
8 the formula on which this shipbuilding is based. 

, Mr. Boyxin. Will the gentleman yield? 
| Mr. Gross. I will be glad to yield. 

Mr. Boykin. The gentleman will remember that when we were in 
Holland we were at a tremendous yard where they had enough con- 
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tracts to last them until 1965 and they had mountains of steel and | 


these people told us that we had helped them build their new yard 
and how much they appreciated it. , 

I said, ‘‘Are you buying anything from the United States?” 

They said, “Oh, no.” 

I said, ‘“Where do you get the steel?’’ 

They said, ‘“‘We get it from Japan. You know, you all gave Japan 
the finest steel mill in the world and there is no way that anybody can 
compete with that particular mill because it is the best and latest and 
finest.”’ 

That is when we were over there, Mr. Chairman, and made the 
investigation. We put that in our report. 

Mr. Morse was with us on that trip. 

The CHarrmMan. Gentlemen, if I may interrupt you a minute, what 
we are discussing here is interesting but this hearing today is called 
based on the message in the budget pertaining to promotion of water 
transportation. I presume all of you have read it. There are things 
in this message that are more or less a directive, Mr. Morse, to this 
committee, and we have called you down to find out what is the status 
of operations in the Maritime Board in line with the President’s 
message. 

It says— 

There should also be an examination of present policies on such matters as foreign 
flag registration, competition of foreign shipping * * * 


It goes on further— 


We need a new national policy and guidelines which can become effective at 
the earliest possible date. 

Then it mentions in here maintenance of shipyards, that there 
should be a review on this, that some savings in maintenance cost 
could be realized by Maritime through disposal of surplus ships which 
it owns, through reductions in preservation work on over a thousand 
Liberty ships, expenditures for the operation of operating subsidy 
to shipowners estimated at $130 million urgently needed repair and 
modernization of Coast Guard equipment so that the facility. pro- 
vided there will not only improve the protection given life and prop- 
erty but will also save operating and maintenance cost in the future. 
So that this is an annual meeting which we have with you but, of 
course, we must pay some attention to what the Administration 
recommends in this part of the budget dealing with waterborne 
transportation. 

I realize that this subject of foreign aid and stabilizing the economy 
in Japan and making Japan competitive with America is open for 
a lot of discussion. 

Mr. Gross. It is certainly part of this ,Mr. Chairman. 

The CuairMan. Yes, sir, but they are directed to base their deci- 
sions in awarding subsidy on a certain base. 

What is your language for that, Mr. Morse? 

Mr. Morssr. Section 502(b) says: 

* * * in a foreign shipbuilding center which is deemed by the Commission to 


furnish a fair and representative example for the determination of the estimated 
foreign construction of vessels of the type proposed to be constructed. 


Mr. Boyxtn. Could I just say one word before we pass this? [ 
want to ask the chairman, do you think there is any chance for us to 





evel 
the 
Gro 


us t 
shit 

‘ 
abo 
posi 
at ¢ 
of | 
situ 

\ 
out 
e0) 
: T 
con! 
well 
our 
for 

wh 

N 
the 


Sen: 
witl 
by { 
are 
N 
caus 
nati 
see 
ship 
N 
read 


T 
In 


your 
of D 
com! 
senge 

Y¢ 
recer 
mari 
such 

Ac 
passe 
dedu 
whic 
airlif 

Th 
in his 
Speec 


| The 


mari: 

incre 

less f 
A 


mony 








Cl- 


to 
ted 


to 


REVIEW OF OPERATIONS OF FEDERAL MARITIME BOARD 9 


ever compete after we have given them the yards and built it for 
them and all that kind of thing and with these soft loans that Mr. 
Gross mentioned and the wages they pay? Is there any chance for 
ys to ever compete in the world? Is there any use for fixing up these 
shipyards? , ae 

The CHAIRMAN. We are discussing something that was brought 
about by a foreign aid program which put Maritime Board into the 
position they are in, but nevertheless they are directed when arriving 
at construction subsidy prices to look to some nation that is capable 
of building ships. It is not the Maritime Board’s fault that this 
situation exists. 

Mr. Boykin. I know that. I love them but I am trying to find 
out if there is any chance of us building any to compete with these 
people. : ee 

The CHAIRMAN. He is showing you this morning where he is letting 
contracts for a great number of ships. I think they are doing right 
well in light of the fact that we have a deficit budget and we are giving 
our money to somebody else around the world and not looking out 
for ourselves. 

The Maritime Board is doing right well. 

Mr. Gross. And the taxpayers are also paying subsidy based upon 
the help that we have given to the Japanese. 

The CHairRMAN. Here is a letter here from Mr. Neil McElroy to 
Senator Hayden of the Committee on Appropriations in the Senate 
with respect to the construction of the two ships that were authorized 
by this committee and it goes on here to point out that these ships 
are absolutely needed in the national defense. 

Now, we want some discussion around here to get some unity be- 
cause if what is said in this letter is true, then if we are thinking about 
national defense and the preservation of this country we had better 
see if we can get some money into an appropriation bill to build these 
ships. 

Mr. Boyx1n. How about putting that letter into the record or 
reading it? 

The CoatrMan. I will read the whole thing to you [reading]: 

In your letter of January 26, 1959, to the Secretary of Defense you stated that 
your committee desires to be advised of the present attitude of the Department 
of Defense as to the military necessity for the construction of large transport-type 
commercial ocean liners. This pertains particularly to the two high-speed pas- 
senger ships which were authorized during the last session of Congress. 

You expressed interest in the effect that the President’s budget message and 
recent rapid technological advances, including such weapons as the Polaris sub- 
marine, may have on the Department’s attitude with respect to the need for 
such vessels, 

Advances in technology have served to emphasize the need for more high-speed 
passenger ships adaptable to immediate employment as_troopships. his 
deduction is valid for concepts of both general war and limited peripheral war in 


which we can foresee the possible need to transport many troops that could not be 
airlifted. 


The Deputy Chief of Naval Operations (Logistics), Vice Adm. R. E. Wilson, 
in his testimony before the Congress last year pointed out the great value of high 
speed as the best defense that merchant ships can employ against an enemy. 


| The faster the ship, the less vulnerable it is to torpedo attack by modern sub- 


marines or to guided missile attack. While technological advances of an enemy 
inereases the vulnerability of our merchant shipping, that vulnerability is always 
less for fast ships than for slow. 

A recent study completed by the Navy subsequent to Admiral Wilson’s testi- 
mony confirms that vulnerability to submarine attack is significantly and pro- 
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gressively reduced as sustained speeds in excess of 25 knots are attained. Todg 
wy three American commercial passenger ships—the Constitution, J ndependence 
and United States—are capable of speeds of 25 knots or greater, . 

Present studies indicate that active Military Sea Transportation Seryj 
transports and active passenger-type ships, augmented by additional transports 
from the national defense reserve fleet, would be sufficient to meet our minimum 
needs for troop transport in the event of general war. This determination jg 
valid, however, only on a quantitative basis. Unfortunately, the majority of 
our ships are old or approaching obsolescence. Most of them are deficient ing 
and lacking in other features that are important in minimizing the hamete es 
moving troops by sea. The use of many of them under modern war conditions 
would involve a high degree of risk. 

To the degree commensurate with military operational readiness, it is preferable 
that defense requirements for sealift capability be satisfied by ships which are 
privately owned. Such ships can be employed in peacetime in profitable commer. 
cial trade and at all times be immediately available for defense. This availability 


will influence the degree of construction and operation of Government-owned 


transports by the Military Sea Transportation Service. This is sound logic—andg 
far less costly to the Government in the long run. 

The value of these ships as immediately available capability depends largely 
upon their commercial success. For this reason we feel that they should be justi- 
fied primarily on the basis of the national maritime policy. Their undoubted 
potential value as wartime troop transports should be a related justification, 

The method of financing the ships mentioned in the President’s budget message 
is not within the purview of the Department of Defense. 


In summary, we continue to support strongly the building of the two authorized | 
ships for national defense purposes because of their speed, their role is offsetting | 


obsolescence jof the U.S. passenger fleet and their immediate availability. The 
nondefense features of the program, such as commercial feasibility and methods 
of financing are not within our sphere. 

Mr. Guenn. Mr. Chairman, may I ask the date of that letter? 

The Cuarrman. March 2, 1959. 

Proceed, Mr. Morse. 

Mr. Morss. Going on again, you see on page 6 that we have 
applications pending for construction of 24 cargo ships which will 
cost about $300 million, and for 3 combination cargo passenger ships; 
one application for the construction of a superliner, one of the two 


superliners referred to ia the letter which the chairman has just read; 


and an application for reconstruction of two passenger ships. 

You will see that, in total, there are 28 new vessels including the 
superliner and 2 conversion jobs. 

e have funds in the President’s budget of $105 million which 
would enable us to assist in the building of only 14 of the 28 vessels 
we would hope to build and for which we have applications pending 
at the present time. 

The budget of $105 million makes no provision for the building of 
either of the two passenger ships referred to in the letter from the 
Secretary of Defense and I am sure the committee is familiar with 
the extensive hearings that went on last year which led up tv author- 
izing legislation for the building of those two ships. 

The Defense Department has indicated that they want to have 
roll-on, roll-off capability built into these new cargo ships and we 
have been working with the operators and the Defense Department 
to achieve a goal which will at least partly satisfy the Defense Depart- 
ment. They had originally wanted to have complete roll-on, roll-off 
capability in a ship, a full ship for roll-on, roll-off capability, but the 
operators found that they would be completely unfeasible com- 
mercially so that, after further discussions with the Defense Depart- 
ment, it was agreed that if one deck or part of a deck of the vessel 


fari 
mel 


apy 
con 


don 
fore 


Ma 
coa 
buil 


gral 








1 is 
: of 
ons 
ble 


eT 
lity 


ned | 


and 
ely 
sti- 
ited 
age 


zed 


jing | 
The 


ods 


uve 


ps, 
WO 


ad; | 


‘ich 
sels 
ing 


r of 
the 
vith 
\0r- 


ave 


ent 
art- 
-off 
the 
om- 
art- 
ssel 


REVIEW OF OPERATIONS OF FEDERAL MARITIME BOARD 1] 


would be available for roll-on, roll-off capability that would satisfy 
the immediate needs of the Defense Department. 

No ships have yet been contracted with that roll-on, roll-off capa- 
bility but several of the operators are at a point where they could 

contracts at a fairly early date. 

Now, I also want to refer to the trade-out-and-build program. 
Under the legislation, sections 9 and 37 of the 1916 act, the owner of 
an American-flag vessel may not sell his vessel to foreign flag or foreign 
ownership without obtaining the prior approval of Maritime. In 
1955 we adopted what we called a trade-out-and-build program which 

rmitted the owners of older less desirable vessels, primarily the 
World War II Libertys, which are 10-knot ships, and World War II 
tankers, the 14%- and 15-knot T-2 tankers, to trade those to foreign 
flag, provided they are but retained under American control and con- 
ditioned on the owner obligating himself to build new tonnage for 
American-flag ownership and operation. 

The third chart, which is attached to the material, will indicate to 
you the numbers of ships that were traded out under these programs 
and the new ships which have been delivered to date for American-flag 
ownership and operation; and you will see that the average speed of 
the new ships is a minimum of 16 knots whereas the Libertys have a 
speed of about 10 knots and the T—2 tankers have a speed of 14% or 
15 knots, so that we have improved the speed, we have gotten newer 
more efficient ships, and we have gotten a very substantial amount of 
shipyard employment. 

It has resulted in some reduction in seafaring employment because 
the newer ships are bigger and faster but we feel that the loss in sea- 
faring employment has been more than offset by the shipyard employ- 
ment which resulted. 

Some of those vessels which have been traded out have been 
returned to American flag during the last year because employment 
under foreign flag was less advantageous to them than under American 
flag. 

When they have requested to come back to American flag we have 
approved it without any reduction of their obligation to build new 
construction, new ships. 

When they do come back under American flag, they have lost their 
domestic coastwise intercoastal privileges. They may only trade 
foreign. 

The 84th Congress enacted Public Law 805 which authorized the 
Maritime Board to allocate new ship construction to any one of the 
coasts if national defense required that there be an increase in ship- 
building capability and shipbuilding employment in a given area. 

The CHAIRMAN. Before you leave this trade-out-and-build pro- 
gram, have any ships been built, Mr. Morse? 

Mr. Morse. As indicated on that chart. 

The CHarrMAN. Have they been built in accordance with this chart 
or are they scheduled for building? 

Mr. Morse. No, those have been completed and delivered. There 
are approximately 50 there and there are additional ships that are still 
under construction. 

The CHAIRMAN. It says on the chart, “approvals formalized.” 

Mr. Morse. I will clarify that. My statement is correct but my 
entation is that these are delivered ships. Those are delivered 
ships. 
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The CuarrMan. Then how many are pending in the “approvals 
formalized?” 

Mr. Morse. I will have to supply that information. 

The CuarrMan. That is in this trade-out-and-build program. 

Mr. Morse. I will have to supply that information. I do not know 
the numbers of the ships yet to be built and delivered. I will sy ply 
that for the record. That would include the ships which are still on 
the ways as well as the ships whose construction has not started yet 

The Cuarrman. It would include ships that were agreed to be built 
with the privilege of trading out? 

Mr. Morse. Yes, sir. 

The Cuarrman. There are quite a number of those? 

Mr. Morse. A fair number. There has been quite a substantial 
part of the new construction that has already been completed. 

(The following was furnished for insertion.) 


TRADE-OUT-AND-BuILD PROGRAMS (FORMALIZED) 


Construction and conversion of ships for U.S. flag operation in exchange for approval 
of transfer to foreign ownership and registry of older U.S. flag tonnage, fiscal 
years 1952 to 1959 (1st half) 


I. NEW SHIP CONSTRUCTION 











New ships contracted for | Approved for 
st pire nite gta dtaarosarigicalcbadie a 
. ; ; foreign 
Num-} Deadweight | Estimated ownership 
ber | cost and registry 
Period: Fiscal years 1952 through 1959 (1st half)-.--...| 51 | 1,852,495 | $519, 911,624 | 138 ships, 
Status of new-ship construction: PANTS FR AT ea 
Percent 
Number of ships constructed and documented 31 | 922, 545 1 60. 78 
under U.S. laws. 
Number of ships now under active construction | 
(keels laid or launched). | 
SER ds) Seinnedbhbapiprimboseness ibe tesipa ey OO ens ‘ 
Preeti eniree sts spheree bes 5 |} 10 362, 950 19. 61 
Construction not started nor required to be started } | 
as yet, under MA contract, (as of Feb. 16, 1959) - - 10 | 567, 000 19. 61 
Cheha | thc ticzstesnieict fe ty ” 51 1, 852, 495 | 100 











Il. JUMBOIZING OR CONVERSION PROGRAMS 


| | Approved for 

Num- transfer to 

| ber Type foreign 
ownership 

| and registry 


Period: Fiscal years 1952 through 1959 (Ist half)... 4 T-2 tankers (average cost | 3 ships. 
| $3,000,000 per ship). 





Compieted....-...... F 4 


1 Percent of number of ships obligated to be built. 


Mr. Gross. May I ask one question at that point, Mr. Chairman? 

The CHarrRMAN. Yes. 

Mr. Gross. I note under new construction that in 1956 the average 
speed of new ship construction was 17.6 knots and in 1958 dropped 
to 16.8. Why? 

Mr. Morse. We require a minimum speed of 16 knots. There is no 
Government assistance in these buildings. They are privately owned. 
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| think for 1956 the reason for that higher speed is that two or three 
tankers were built for Standard of New Jersey. This was all trade- 
out-and-build. I do not know the answer unless that for that par- 
ticular year the people who built ships had faster ships built for their 
own account. Some of them do. 

Mr. Gross. I thought the policy was for more speed instead of 
less. ’ 

Mr. Morse. We have not encouraged any reduction of speed. 
We have increased the speed for all the new buildings over the old 
traded-out vessels. 

Mr. Gross. That is not what the chart shows, is it? In 1956, 
17.6 knots and in 1958, 16.8. 

Mr. Morse. That means that as to the average speed of the 
vessels which had been built for those 2 years the ships that were 
delivered in 1956 happened to be a faster group of ships than the ships 
delivered later, but we have set as a minimum 16 knots for the new 
construction. Some of the owners prefer tankers of 18%, 19 knots for 
their commercial operations. Others prefer tankers in the neighbor- 
hood of 16% or 17 knots. 

Under Public Law 805, we have made an allocation of six ships all 
to the west coast. The basis for the allocations is solely national 
defense in that for mobilization purposes the west coast at the time 
these allocations were made was deficient both in respect to shipyard 
employment as well as shipways. 

I again repeat this is for mobilization purposes only and we have 
criteria set up. We have employment figures on all coasts in the 
shipyards. We have the projected expansion of the shipyard for 
mobilization purposes and we have made a determination that in 
these three instances it was necessary under Public Law 805 to allo- 
cate the ships to these west coast yards. We have had requests for 
allocations in other instances which we have turned down, several 
requests for allocation of vessels to the Great Lakes, but we have 
turned those down on the basis of our criteria in that the shipyard 
employment and shipbuilding ways were in a better status in respect 
to the mobilization base and mobilization requirements than other 
areas, 

We also recently turned down a request for allocation to the gulf 
area on the same basis. 

Mr. Jounson. Mr. Chairman, may I ask a question at this point? 

The CHarRMAN. Yes. 

Mr. Jonnson. In the 1958 allocation, what is the significance of 
the California shipyards getting all the contracts? Can you elaborate 
alittle on that? 

I might say that I get a great deal of criticism in Maryland as to 
discrimination. 

The CuarrMan. I cannot hear you. 

Mr. Jounson. I say I want to tell him that I get a great deal of 
criticism in Maryland of discrimination, and I see that in the 1958 
program the California shipyards are exclusively favored, so to speak. 

Mr. Morse. They have been. 

Mr. Jonson. Can you elaborate on that? 

Mr. Morse. I do not have the figures in my mind but we made a 
survey of the projected shipbuilding mobilization requirements on all 
coasts and on the Great Lakes. We also looked at the number of 

38307—59 3 
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shipways that exist on all coasts and related that to the mobilization 
requirements. 

We also made a survey of the shipyard employment on all coasts 
and related that to the mobilization requirements. 

It is clearly established that the west coast is far below the other 
coasts. 

The east coast was in the best position of all areas insofar as mobilj- 
zation base and mobilization requirements in the shipbuilding field, 
The west coast was the poorest. 

As I recall, the gulf was next, and the Great Lakes. 

I do not remember for sure in which order they were but the Atlantic 
coast was in the best position, then came either the gulf or the Great 
Lakes, and last was the Pacific coast. 

We would much prefer not to have Public Law 805 on the books 
because it is nothing but a headache as far as we are concerned but it 
is on the books and, to the best of our ability, we made allocations 
where we felt it was justified. Now, we have refused allocations in 
a numbér of instances. I have referred to them. We refused alloca- 
tions in part because the spread in cost, which is picked up by the 
Government as a national defense cost, was in our opinion excessive 
and we refused to make allocations on that basis. 

Mr. Gross. In that case, Mr. Chairman, were the costs on the 
west coast higher than on the east coast? What happened in that 
case? 

Mr. Morse. In two of these cases yes, and in one no. This was 
the job at Bethlehem Pacific Coast. As I recall, the low bid in that 
case was Puget Sound Shipbuilding, which backed away from their 
bid. They refused to go ahead with the program, so we did allocate 
those two ships to Bethlehem-Pacific and, as I recall, they reduced 
their original bid substantially to the price that was bid by Puget 
Sound, so that the price on the two at Bethlehem was not in excess 
of the price from any other area. 

Mr. Gross. May I ask when this law was enacted? 

Mr. Morse. The 84th Congress. 

Mr. Gross. Has it been conformed to in all cases? 

Mr. Morse. I would say yes. We do not allocate in all cases but 
we have allocated where we have concluded it was necessary in the 
national interest. 

Mr. Dorn. Did this allocation change materially the percentage 
that went to California as against the rest of the country and really 
favor California? | 

Mr. Morsz. It has, yes, sir. 

Mr. Dorn. That favoritism was based on your judgment | 
than anything else, was it not? 

Mr. Morse. Yes, sir. It was based on criteria which we worked | 
up and discussed quite thoroughly actually, the criteria which would 
be used in making these allocations. 

Mr. Dorn. So that someone who had your position who had come 
from, let us say, Maryland, instead of California might well have | 
decided, based on his own independent judgment, too, that instead of 
California a Maryland shipyard would have had the increased per- | 
centage allocation? : 

Mr. Morstz. [ think you are in error, sir, if he had been honest i 
making his appraisal and had made the allocation based on the criteria 
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of the shipyard capability and shipyard employment. You either 
make an allocation or you refuse to make an allocation on the basis 
of these criteria. 

Mr. Dorn. But is substantially changed the basis of shipbuilding 
from the east coast to the west coast? 

The CHAIRMAN. Let us see. 

Mr. Morse. It has done that in part but the bidding has in part 
done that also. 

The CHatRMAN. The original act, Mr. Morse, was 1940. 

Let counsel to the committee explain. 

Mr. Drewry. Mr. Morse, Public Law 805 was an amendment to 
502(f), which originally came into the 1936 act in either 1939 or 1940. 
It provided the allocation authority, did it not? 

Mr. Morse. Yes, sir. 

Mr. Drewry. Then Public Law 805 merely amended 502(f) to 
make it a mandatory requirement that there be periodic surveys. 

Mr. Morse. Yes, sir. 

Mr. Drewry. Is it not a fact that otherwise there was no substan- 
tive change in the original law which has been there almost since the 
act was enacted? 

Mr. Morse. Well, I cannot answer that definitely one way or the 
other without checking it out. 

Mr. Boykin. Are you finished? 

Mr. Drewry. Yes. 

Mr. Boykin. I want to tell the chairman that Mr. Dorn is right. 
This is off the record. 

Mr. Morse. I do not mind it on the record. 

Mr. Miter. I will not stand for it off the record. 

Mr. Boykin. Put it on the record. 

Mr. Morse. We would rather see it off the books because we are 
in hot water all the time. 

Mr. Boykin. There is a lot of talk about that and it seems to me 
that if you are doing well you cannot get any business and if you are 
doing badly, then vou get it all. Maybe if we can do away with that 
law it would help. 

Mr. Mitzter. Mr. Chairman. 

Mr. To.tierson. There are two sides to that. 

Mr. Miter. Let me say that some time ago we built 35 Mariner 
ships. The appropriations were made. How many of them were 
built on the Pacific coast? 

Mr. Boyxrn. I do not know. 

Mr. Mier. I will tell you how many. Six out of thirty-five. 

Mr. Boykin. That is fine. 

Mr. Miter. Oh, that is fine. 

Mr. Boyxtn. I wish you could have gotten them all if you should 
have had them. I am following that Mr. Dorn said and I am sure he 
heard a good deal about that because I have. I have all the respect in 
the w orld for Clarence Morse and his Commission but we are talking 
frankly here because we are one big family and are working together. 
That is a fact and I am glad if we can clear it up. 

If we have a bad law let us do aw ay with it so that the man who 
knows how to do the work and can get the business can have it. 

If he gets it just because he has failed to try to pull himself up it is 
kind of bad, I think. 
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Mr. Miuuer. Mr. Chairman, I take exception to the gentleman’s 
remarks. 

Mr. Boykin. I am sorry you do. 

Mr. MiuurEr. That the Pacific coast does not know how to build 
ships or cannot build ships in competition with the rest of the country. 

Mr. Boykin. I take exception to your remarks. I did not say an 
such thing. You just did not hear me right. You had better listen 
better. 

Mr. Miter. I listened well. 

Mr. Boyxtn. I did not say it. I did not say any such thing. 

Mr. Mutter. Let the record speak for itself. 

Mr. Boyrxtn. Let the record speak for itself and I will speak for 
myself, too. 

Mr. Lennon. Mr. Chairman, I would like to ask the Administrator 
a question, if I] may. 

Public Law 805 that you referred to and that you said you would 
like to see removed because of the difficulty it has created simply 
requires, as I understand counsel—excuse me, Mr. Boykin. I would 
like for the gentleman to hear what I am trying to say to him. 

Mr. Boykin. I want to get this straight. I think this is a big 
matter and we should take plenty of time if it takes the rest of the year. 


The CuarrMan. We will. 
Mr. Lennon. As I understand this act, it does require the Maritime 


Administration to periodically survey to determine in the national 
defense interest the question of establishing these yards and giving 
business to these yards over the country. 

I want to find out what the real purpose of the act was that is 
referred to as 805. 

Mr. Morss. We are required to make regular periodic surveys of 
the shipbuilding capability on all coasts in conjunction with the 
Secretary of the Navy. 

As I recall, Public Law 805 authorized us to allocate to a particu- 
lar coast if we found that for mobilization purposes the shipbuilding 
capability in that coast was deficient. While I think it is a desirable 
statute, it is difficult to administer because it is controversial in 
nature and obviously when some shipyard makes a low bid and has 
several ships taken away from it, it feels that it is being imposed upon. 

I think the purpose of the statute is desirable. 

Mr. Lennon. The question I am trying to determine is: Does this 
Public Law 805 ultimately leave it in your discretion to make the 
determination as to where these allocations should be made on the 
several coasts? 

Mr. Morsz. Yes, sir, it does. 

Mr. Minter. At the same time that discretion is predicated on 
that prior survey to indicate the national need? 

Mr. Morse. That is right. 

Mr. Casry. Will the gentleman yield? 

Mr. Morsz. It is not arbitrary discretion on our part. 

Mr. Lennon. You have criteria that you have to follow. 

i will vield to the gentleman from Texas. 

Mr. Caszy. I want to know what these four words, “with the 
President’s approval’ mean. You have that approval? 

Mr. Morse. Yes, no allocation may be made unless the allocation 
is recommended by the Maritime Board and is effective only if it is 
approved by the President. 





p 


ni 


cl 





S * 


See 


13 


ne 


yn 


REVIEW OF OPERATIONS OF FEDERAL MARITIME BOARD 17 


Mr. Gross. Will the gentleman yield? 

Mr. Lennon. Those words ought to come out because it gets into 
politics. : ‘ 

Mr. Gross. Will the gentleman yield? 

Mr. LENNON. Yes. 

Mr. Gross. Who makes the survey? 

Mr. Morse. We do it in conjunction with the Navy. 

Mr. Gross. In conjunction with the Navy? 

Mr. Morse. Yes, sir. 

Mr. Boyx1n. Mr. Chairman. 

The CHAIRMAN. Before you say that, let the counsel read the origi- 
nal act and then the amendment so that we can understand this 
clearly. 

Mr. Guill, did you want to say something? I saw you stand up. 

Mr. Guitt. I just wanted to address my remarks to Congressman 
Dorn. There are three of us on this Board. Mr. Morse is from 
California and I am from Texas and Tom Stakem is originally from 
Maryland, and I assure you that, if we are going to have anything to 
really hand out, I am going to fight for the gulf coast, too, Mr. 
Boykin. We are administering this law as a board. I promise you 
we have enough on the record to show that these ships were not 
allocated on any political basis. Public Law 805 can be dynamite 
and I say that in deference to my friend, Mr. Mailliard, who put the 
amendment through. 

I might point out to some of you gentlemen that this amendment 
passed with unanimous consent. My friend from California was 
amazed that somebody did not object. 

Public Law 805 has great merit but it is filled with dynamite, Mr. 
Lennon. Whenever the Board allocates business, some yard loses 
business, and the end result is criticism from the area losing business. 
It is a tough situation. 

Mr. Lennon. Will you yield to me? Wherever you allocate is sub- 
ject to appeal to the President who can say where the allocation should 
go, and those four words ought to come out. 

Mr. Morsn. It does not work that way. We make the recom- 
mendation that an allocation should be made to a specific yard. The 
President approves or disapproves it. He cannot award it to some 
other yard or area. 

Mr. Cuark. May I say one thing to get the record straight. 

I do not think that this Public Law 805 and what we have been 
discussing here on these contracts has been political in any way. I 
am not sure that most of us feel that at all. We feel that it is poor 
management in the way of bidding on these contracts. It is not 
because of politics at all but because of poor management. I think 
that is what Mr. Dorn was trying to bring out. 

Mr. To.tueFson. Would the gentleman yield there? 

Mr. Cuark. Yes. 

Mr. Totuerson. I doubt that that is entirely the case. As a 
matter of fact, I doubt if it is the case at all. This is a problem that 
has been recognized ever since World War I days. I had occasion to 
work in a shipyard in World War I. The fact is that there are some 
cost differentials between east coast yards and west coast yards prin- 
cipally in freight and there is not anything in the world the west coast 
yard can do to compensate for it. 
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Now, the picture may change in a few years and you will have a 
reverse situation. The time might come when the west coast can 
underbid and, Mr. Morse, is it not true that as a result of the alloca. 
tion there have been some low bids coming from, for instance, National 
Steel? 

Mr. Morse. Yes, sir. 

Mr. Touuerson. The day may come when there will be need for 
allocating ships on the east coast. The primary purpose of the act 
is to see that yards are kept active on all coasts as much as the Gov- 
ernment can possibly help; is that true? 

Mr. Morse. That is correct. 

Mr. Cruark. I am sure it is not politics. 

The CuarrMAN. Let the counsel read the original act of 1939. 

Mr. Drewry. This is between 1936 and 1939, section 502(f) 
[reading]: 

If at any time the Commission shall find that the existing shipyards including 
the Navy yards do not provide adequate facilities to meet necessary require- 
ments for purposes of national defense and national emergency with special regard 
to providing facilities for the national defense at strategic points the Commis. 
sion, after taking into consideration the benefits accruing from standardized con- 
struction, the conditions of unemployment, and the need and reasonable require- 
ments of all shipyards, may, with the approval of the President, allocate construc- 
tion work under this title and under title VII to such yards in such manner as it 
may determine to be fair, just, and reasonable to all sections of the country subject 
to the provisions of this subsection. 

That was amended in the 84th Congress. 

That was the first sentence of this section. The first sentence was 
amended in the 84th Congress to read as follows: 

The Secretary of Commerce, with the advice of and in coordination with the 
Secretary of the Navy, shall periodically, as required for the purposes of this Act, 
survey the existing privately owned shipyards capable of merchant ship construc- 
tion, or review available data on such shipyards if deemed adequate, to determine 
whether their capabilities for merchant ship construction, including facilities and 
skilled personnel, provide an adequate mobilization base at strategic points for 
purposes of national defense and national emergency. 

The allocation authority remains the same as it was originally. 

Mr. Boykin. Mr. Chairman, I want one more word. 

The CHAIRMAN. Yes. 

Mr. Boyxrn. I was told at the time this bid was made in California 
that we made a bid in Mobile by the Alabama Drydock & Shipbuilding 
Co. which has been in the business over 50 years and has built in 
tankers alone over 100-some-odd, and that there was a lot of doubt as 
to who was the lowest bidder. 

I called up here and was promised by the Maritime Commission 
that they would wait until we came up here and could be heard. 

I do not remember the name of the company that was supposed to 
be lower than us but I also understood in one way and in the other 
that they had never built a ship. They had built a few fishing vessels. 

I also was told that they had had a contract for 1 or 2 years for ships 
from you and had not even laid a keel. 

Our yard at Mobile, the Alabama Drydock & Shipbuilding Co. has 
been in business for over 50 years, has a wonderful record, and is fully 
financed in every way, shape, or form. It has the ways all ready and 
these ships that we were supposed to need so badly had been given to 
these other people and they had not touched them in a year or maybe 
2 years. But we cannot get a chance. 
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I was also told, Mr. Morse, that nothing would be done until we 
could get our facts and figures and come up here and talk and maybe 
save the Government a lot of money, but the Commission met and 
ave the contract to California. 

That is exactly what I was told and then later I was told that these 
people had not been able to make a bond but they got ahold of Mr. 
Kaiser and some other people and that sort of thing and did make a 
ond. 

' I still do not believe that it was the lowest bid. ‘We had some very 
wonderful shipbuilding people that did not believe it either if you took 
everything into consideration. We had just as many people out of 
work at the Alabama Drydock & Shipbuilding Co. as they had out of 
this particular yard. I do not know even who the yard was but I 
have been told that by people who have been in the business a long, 
long time, and people that know you very well. 

I was told that Captain Nick, who was the president of the Water- 
man Steamship Co. many years ago: I asked him to help these people 
at the Alabama Drydock & Shipbuilding Co. but we did not get the 
chance to come over and give our side as I proposed. 

I called but could not get you on the phone because you were in 
California. We need it as badly as they need it out there and we did 
have the experience and [ understand this company did not have the 
experience, had never built anything in the world except a few fishing 
boats. These folks in Alabama had built the biggest ships ever since 
we have been building ships in America, the Alabama Drydock & 
Shipbuilding Co. at Mobile, Ala. It seemed to me that they were 
waiting and waiting until they could get ready and make a bond by 
bringing in new people when we had the bond and shipbuilders and 
ways and a yard and everything and had had it for 50 years. That is 
the facts. 

Mr. Jonnson. Will the Congressman yield? 

Mr. Boykin. Yes; I am delighted to yield. 

Mr. Jonnson. Apropos the Congressman’s remarks, it is reported 
in the press, the Baltimore Sun in several articles, that of four of the 
ships that went to California in the allocation of 1958 that Bethlehem 
Steel of Maryland were low bidders to the extent of several million 
dollars and that fact was disregarded and still the ships were built in 
California. 

Mr. Morse. Yes; we disregarded the Bethlehem bid because they 
put in a defective bid which was checked by GAO and we were told 
we could not accept their bid. 

Mr. Jounson. In what way was it defective? 

Mr. Morse. It had conditions attached which were not authorized 
by the invitation. 

Mr. Jounson. But it was substantially lower, by millions of dollars. 

Mr. Morse. Substantially lower. 

Mr. Jounson. There was no effort made to negotiate. 

Mr. Morse. We are forbidden by law to negotiate. 

Mr. Guenn. Mr. Chairman, may I make this observation, that I see 
in the statement that I do not think Mr. Morse has come to yet, that 
the east coast did get some of these and that the Sun Shipbuilding & 
Drydock at Chester, Pa., has a C—5 to date, is that right? 

Mr. Morse. No, Mr. Glenn, that is not quite right. 
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In the first allocations we made that went, as I recall, either to 
Todd or National Steel, Sun Shipbuilding was the low bidder on the 
four ships that were bid on and we took two of the four from them and 
they were given to the west coast. 

On the next group, as I recall, Sun Shipbuilding was the low bidder 
and there was no allocation involved. 

Mr. GLENN. That is the three you have given as of January of 
1959? , 

Mr. Morsz. Yes, sir. 

Mr. Touuerson. Mr. Chairman, could I ask a question there? 

The CHarrMan. Yes. 

Mr. Totuerson. Mr. Morse, how does the Navy handle its ship 
construction, ship conversion, and ship repair? 

Mr. Morse. As I understand, they allocate work to different coastal 
areas irrespective of other considerations. They do not invite nation- 
wide bids in most instances. They invite bids from areas. 

Mr. Touuerson. Their objective is what? 

Mr. Morse. To spread the shipbuilding capability. 

Mr. Tou.erson. In other words, the Navy wants to keep ship- 
building a bit on all coasts in the event an emergency should come 
along and we would be able to avoid the problem we had in World 
War I and World War II when we did not have yards and it cost the 
Government quite a lot of money. 

Mr. Morse. Yes, sir. 

Mr. Touuerson. I mention this because this is a common experi- 
ence for members who are on the coasts where they do have shipyards, 
We get pressured by persons saying, “‘Why do you not get some Navy 
construction for our yard’”’; and the Navy tells us they allocate on the 
basis that you have mentioned, almost without regard to cost in fact. 
The fact that it might be done cheaper does not enter the picture. 

Mr. Dorn. If the gentleman would yield, if we have this allocation 
continue you will not have in New York City the great shipbuilding 
that you had in the past. These firms are going into bankruptcy and 
yeu are probably going to build up in California a tremendous ship- 

uilding industry but it will be built up at the expense of the oldest 
shipbuilding yards on the east coast and at the present time the ship- 
building yards that I am particularly interested in are in New York 
City where they are literally starving for want of work that has been 
allocated to California and around the rest of the world. 

Mr. Mituier. Would the gentleman yield? 

I would say to the gentleman that California is not the only ship- 
building capability on the west coast. You have the Seattle area. 
You have yards in Portland. 

Mr. Dorn. Those things I realize, but what I am trying to bring 
out is thet the yards of the east coast, most particularly at the present 
time the yards in New York City, are in a highly depressed state and 
I think one of the reasons for their highly depressed state is shipbuild- 
ing that should have been allocated to New York City which has 
gone to California. It is felt very much as expressed in various meet- 
ings by men throughout the east coast. I have heard of it and I have 
received letters that the allocation has been unfair and unjust and 
I do believe it should not be resented by either Mr. Guill or the 
other Commissioners because that is the feeling and the fact that these 
men have a spokesman in me and the fact that it is brought out at the 
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resent time should not be resented because that is the feeling through- 
out the shipbuilding concerns in New York City and the eastern coast. 
The fact that Mr. Boykin brings it out should not be resented. The 
feeling is there and it is a fact and they do believe that it has been an 
unjust allocation. 

Mr. Jonnson. Mr. Chairman. 

Mr. Dorn. The fact that that is their belief does not mean that it 
istrue. ‘There are always two sides of every question but I do think 
that it is good to have it on the record, it is good to know it. 

Mr. Jonnson. Mr. Chairman. 

Mr. Dorn. We, in New York City, feel that these shipbuilding 
concerns in New York City have been discriminated against in these 
allocations. 

Mr. JoHNSON. I would like for the record to show that I concur with 
Mr. Dorn in respect to our shipbuilding in the Maryland area. 

Mr. Martuiarp. Mr. Chairman, may I make a point here? 

The CHAIRMAN. Yes. 

Mr. MaruuiarpD. This Public Law 805 was sort of my child and it is 
now getting spanked rather severely and I think quite unjustly 
because, as perhaps was brought out before I came in, I may say to 
you gentlemen, who have been suggesting that maybe the law is not 
what it should be, that this authority and the implied responsibility 
of the Maritime Board, the Maritime Commission, has been on the 
books for 20 years. All the Public Law 805 did was to say to the 
immediate Federal Maritime Board, ‘‘You must look at this situation 
to see whether the shipbuilding subsidy money which has been paid 
out of the Treasury is giving us the defense for which we are paying.” 

The authority to allocate was always there. All this did was say, 
“You have to look”; and I think the gentlemen of the Board would 
say that when they looked it became obvious that with this large 
replacement program for the American-flag merchant marine that it 
was going to have to be more widely distributed if we were going to 
get our money’s worth and all we pay the shipbuilding subsidy money 
for is to keep the shipyards alive. Otherwise we would go build our 
ships in Japan and save a lot of money. 

the only reason we subsidize it, as I interpret it, is to provide the 
defense capability of a well integrated national shipbuilding facility 
distributed in such a way as to provide the mobilization base that the 
country needs. 

What is the bill running now, Mr. Morse, $100 million a year? 

Mr. Morse. More than that. 

Mr. Maruuiarp. It does not make sense to pay that out if you do 
not get in return for it a mobilization base. 

There have been six ships allocated under this law so far, is that 
correct? 

Mr. Morse. Yes, sir. 

Mr. Marurarp. I cannot quite see how the gulf and New York 
and Maryland would all have gotten fat on six ships. 

Mr. Totterson. Would the gentleman yield? There? 

Mr. Maruuiarp. Yes. 

Mr. To.tuEeFrson. We have shipyards in our area too, and we have 
not been allocated any ships and we would like some, too. 

We have a yard in my town which bas been closed for years. The 
point I want to make is that this very law might 2 years from now be 
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the very law that would bring you a contract, or you a contract, or 
Mr. Boykin a contract. 

Mr. Matxurarp. Would and should, Mr. Tollefson, and when m 
“baby” starts taking shipbuilding away from a low bidder in California 
and bringing it to Maryland, I am going to catch it, but I am perfectly 
willing to stand up and be counted because that is the way it should 
operate. 

If we are going to pay out the Government money we ought to 
get an equitably distributed capability that is worth what was paid 
or it. 

The CHarrmMan. Now, does the chairman desire to make a state- 
ment for the record as to your position? 

Mr. Morsz. I think I have made my position pretty clear. There 
is an amusing side to this whole thing. 

If a contract is taken away from a given yard, he will squeal like a 
stuck pig, but the next time an invitation comes along he comes in 
and says, ‘Under Public Law 805 you allocate that ship to us,” so 
that they play both sides of the fence depending on whether it hurts 
or does not hurt them. 

The CHarrMan. Does that in any way, Mr. Morse, prohibit the 
Board from getting fair and equitable bids? 

Mr. Morse. No. It has not affected the bidding. We have 
gotten very good bids recently, excellent bidding. 

The CuarrMan. In addition to this, does the percentage differential 
exist in these bids between the east coast and west coast? 

Mr. Morsg. It is hard to say. 

The CuarrMan. That is still in the law? 

Mr. Morse. Yes, there is a 6 percentage differential in the law 
which authorizes the award. There is a 6-percent advantage to a 
shipyard on the west coast on its bidding for a ship to be owned by a 
west coast operator and operated off the west coast. 

The Cuairman. That is strictly a west coast operator? 

Mr. Morse. Yes, sir. 

The CuarrmMan. When he decides to bid. 

Mr. Mariurarp. Mr. Chairman, if I might comment, that has 
been on the books for about 20 years also and has been used once; is 
that correct, Mr. Morse? 

Mr. Morse. Once, to my recollection. 

The CHarrMan. That was in the original 1936 act? 

Mr. Morse. Yes, sir. 

Mr. Maruuiarp. Was it not put in a little later? 

Mr. Drewry. It might have been 1938. 

Mr. Maruuiarp. In any case, it has actually functioned once in the 
20-odd years and that is not on a construction job but a conversion 
job, so that it just has not worked out that way. 

Might I ask, Mr. Morse, if you do not think that it might be true 
that as we develop this more widely distributed shipbuilding capa- 
bility that the competitive bidding is going to be more competitive 
and that we probably are going to get better bids than we got when 
we had it restricted to a relatively few areas? 

Mr. Morsz. We are getting better bids, no question about it. On 
the second group of American Export ships, National Steel & Ship- 
building was the low bidder nationwide. 
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In the bids which we opened up on the 17th, the low bidder na- 
tiowide was Avondale, down on the gulf. These are small yards 
that are coming back into the shipbuilding business and are making 
the big old line yards really sit up and take notice because the big 
old line yards are losing the business to these small yards that are 
more aggressive. 

Mr. Maitutarp. Which I would think is going to be to the interest 
of the National Treasury. 

As we get really into this replacement program, we are going to get 
more ships for our money because these little fellows now feel that 
they can get into the business and have some hope of staying in it. 

Mr. Morse. It would be very revealing to the committee if they 
saw the variations in bids on two or three of these last groups of bids 
that have come out. 

Newport News, which is one of the fine, old companies, was 
second, as I recall, on the bid that was opened the day before yester- 
day, only $150,000 per vessel higher than Avondale. 

New York Ship is usually a very low bidder, Mr. Dorn. I do not 
recall what they did on this last go around but it will vary from 
invitation to invitation, so it is compettive bidding. That is what it 
amounts to. It is how much one evaluates what the ship is going to 
cost, how hungry they are for the job, whether they have to get a job 
to keep their staff and keep their overhead down. A lot of factors go 
into this thing. 

Mr. Downinea. Mr. Chairman. 

The CHAIRMAN. Where is the Avondale Yard located? 

Mr. Morse. I know it is on the gulf. It is in New Orleans. 

The CuHarrMAN. Mr. Downing. 

Mr. Downina. Mr. Chairman. The Avondale was, as you say, 
the apparent low bidder. The Newport News Yard was second in 
price but it was less in number of days for the job to be completed. 

Mr. Morse. Yes, sir. 

Mr. Downine. Is that taken into consideration when you finally 
award the bid? As I recall, it is a matter of 100 days. 

Mr. Morse. 150 days. 

Mr. Downina. It was in a period of 150 days less that Newport 
News Shipyard & Drydock Co. could build the ship? 

Mr. Morsz. We have not had to face up to this question yet but 
we do have to in this instance. Obviously, with 150 days more time 
involved there is going to be a greater interest charge, there is going 
to be a greater cost for inspection, and there may be additional costs 
involved. 

Now, I will have to take this in two shifts. The Maritime Board 
does not award the contract to begin with. Under the law, the opera- 
tor need not accept the low bid. We wil!l pay subsidy based on the 
low bid and he can pay a higher price and take his business elsewhere 
if he wishes to do so. 

Mr. Downine. I see. 

Mr. Morse. But in determining what is the low bid, we could not 
consider the 150 days longer building time other than to take into 
consideration the factors of interest and the additional inspection 
costs. ‘There may be some other minor factors that would be con- 
sidered, but I do not think there are. We have not faced up to the 
specific problem, have not had to in the past. 
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Mr. Downina. Of course, being from Newport News, Va., I am 
very much interested in it. 

Mr. Morse. The operator is free to go to Newport News if he wishes 
to do so, assuming we find Avondale to be the lowest bidder providing 
the operator picks up the additional cost. 

Mr. Downine. Thank you. 

Mr. Curtin. Mr. Chairman, may I ask a question, sir? 

The CHarrMAN. Yes. 

Mr. Curtin. Mr. Morse, does the Commission decide what section 
of the country is going to get the contract to build a new ship or 
group of ships, after the bids are received and opened or is this decision 
made prior to the receipt of bids? 

Mr. Morse. You are talking about allocations now? 

Mr. Curtin. Yes. 

Mr. Morse. After the bids are opened we take into consideration 
the spread between the low bidder and the yard to whom an allocation 
might be made. We would not allocate a ship to a west coast yard if 
the spread exceeded 6 percent, but we do consider the dollars involved 
as well as fhe other criteria in making an allocation. 

Mr. Gross. Will the gentleman yield? 

Mr. Curtin. Yes. 

Mr. Gross. I thought it has been said that the 6 percent differential 
has not figured in this. 

Mr. Morse. We have used the 6 percent as a ceiling on the dollar 
cost which we will pick up as an allocation. 

Mr. Gross. Then it has been used? 

Mr. Morse. For allocation purposes only. 

Mr. Gross. Yes. Thank you. 

Mr. Maiturarp. Will the gentleman yield to me? 

I think we are talking about two different things. 

Mr. Morse. Yes? 

Mr. Maruurarp. There is one provision of the law that says that 
when a ship is going to be built by a west coast ship operator for 
operation out of a west coast port, that then the Maritime Board not 
may but must have that ship built on the west coast provided the west 
coast bid is within 6 percent of the low bid in any part of the country, 
which applies only to ships owned and operated by a west coast 
operator. That is one provision of the law which has been in from the 
very beginning and has actually been invoked once. This 6 percent 
that Mr. Morse is talking about now is simply a decision of the Board 
that they will not consider allocation under Public Law 805 if the 
spread is more than 6 percent. That is an administrative decision, 
not in the law. 

Mr. Gross. It has two applications. 

Mr. Maruiarp. One is a provision of law. The other is a policy 
of the Maritime Board. 

The CuHarirMAN. That about airs this shipyard allocation subject, 
does it? 

Mr. Casry. I want to put one statement in the record. 

The CHarrMAN. Yes. 

Mr. Cassy. I called attention to the four words and I called atten- 
tion to the fact that the chairman was assuming full responsibility for 
this allocation giving the impression that it was strictly within their 
prerogative to make the allocation without review, and I wanted to 
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call attention to the fact that your decision on allocation was subject 
to review by the executive department. That was all I wanted to do. 

The CHAIRMAN. I want to refer back to the President’s budget 
message where it states that some savings in maintenance cost would 
be realized by the Maritime Board and Administration through dis- 
osal of surplus shipyards which it owns. 

Mr. Lennon, of North Carolina, and myself are both interested in 
that language but we will not discuss it here now, Mr. Morse. We 
want to see you in a little conference that will not take up the time of 
this committee or keep the other gentlemen waiting. 

We had a subcommittee of this committee, I think the Merchant 
Marine Subcommittee, inspected a yard in North Carolina. The 
report of that subcommittee is still available. The State of North 
Carolina is anxious to get this property and to give you property on 
which you could build a new shipyard and the engineering survey of 
your yard there is that it would have to be built all over again if it 
was ever used again because as a World War II yard it is in poor 
condition. 

Mr. Lennon and I want to make an engagement to see you at some 
convenient time to discuss that matter. 

Now, you proceed, sir. 

Mr. Morse. Let us talk about operating differential subsidy for 
the moment. This is a subsidy which is paid to an American-flag 
operator who is engaged in operating a regular liner service on an 
essential trade route. There are 15 subsidized operators. We pay 
subsidy on four items now. 

The purpose of the subsidy is to put the American-flag operator on 
a parity basis with his foreign-flag competitor as to his operating costs 
only. It covers wages, subsistence, maintenance and repair, insurance. 
I think those are the four items that we are subsidizing at the present 
time. 

The major part of the subsidy is on wages. 

The subsidy payable this year will be about $130 million. There 
are 15 companies receiving it. 

As I have indicated, most of these companies have signed up long- 
range 20-year contracts with us involving replacement programs for 
their entire fleets. 

In calendar year 1958 we renewed three contracts with existing 
operators. They were with American Mail, Gulf & South American, 
and Pacific Far East Line. 

We have pending applications at the present time from seven com- 
anies for subsidy on services other than the Great Lakes; Isbrandtsen, 

aterman, Central Gulf, Isthmian, Matson Orient, Prudential, and 
States Marine. 

We have applications from six companies for subsidy out of the 
Great Lakes. We signed a contract March 16, with Grace to operate 
out of the Great Lakes to the Caribbean area. 

The CHarrMAN. Does that carry operating subsidy from the 
Great Lakes area? 

Mr. Morse. Yes, sir. 

The CuarrMan. That has already been completed? 

Mr. Morse. Yes, sir. 
een CuarrMAN. And you have five others to operate from the 
akes? 
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Mr. Morse. Yes, sir. They are named here, Isbrandtsen, T J 
McCarthy, American Export, APL, and U.S. Lines. This brings u : 
a problem which we have and that is voyage limitations. In the 
appropriation bill there is a ceiling of 2,225 voyages that we may 
have under contract. Seventy-five of these are allocated to the 
Great Lakes area. At the present time we have a contract maximum 
of 1,965 voyages. In the President’s budget for fiscal 1960 there is 
a request that the voyage limitation be 2,040. 

Now, if you add 75, which in this fiscal year is allocated to the 
operators out of the Great Lakes, if you add 75 to the 1,965 you obvi- 
ously come up with 2,040, so that in effect we would not be in the 
position to award any additional voyages to existing operators or to 
award any subsidy contracts to new operators in areas other than the 
Great Lakes in fiscal 1960. 

The CuatrmMan. Mr. Morse, in speaking of trade routes, if a port 
has an export and import potential but they cannot get service with 
present ships, what is the manner in which you let a trade route 
operator divert so that he can pick up cargo at a port that does have 
a potential and cannot get service? 

Mr. Morssr. If it is in the foreign commerce we endeavor to have 
reasonable flexibility so that the operator will continue to service his 
route and also accommodate the requirements of the different port. 

The CHarrRMAN. So that there is no fast and binding rule as between 
the North Atlantic and the South Atlantic or gulf coast? 

Mr. Morse. Well, those are different trade routes. 

U.S. Lines, for example, operates both out of the North Atlantie 
and out of the South Atlantic. If it operated only out of the North 
Atlantic we would not normally let its vessels go to the South Atlantic 
on a consistent basis because it is too much of a deviation. If, how- 
ever, we found that the volume of traffic justified regular calls out 
of the South Atlantic ports, then we would name that as a trade route 
and let any operator that wanted to apply operate out of the South 
Atlantic ports. 

The CuHarrMan. That would be a matter that the operator and the 
port should take up with the Maritime Board? 

Mr. Morsz. Yes, sir. 

The CuarrmMan. Mr. Lennon and I were interested in that. 

Mr. Morss. For example, out of the Chesapeake Bay area, as I 
recall, we have on our records that it is a passenger service. We 
have on our records that it is an essential trade route to Europe but 
there are no operators on there because apparently the operators 
think the volume of traffic does not justify the service. 

Mr. Totierson. Mr. Chairman, could | ask Mr. Morse a question? 

The CHarrMAN. Yes. 

Mr. ToLtLeFson. You mentioned these pending applications which 
involve operating subsidy. How many new voyages would result if 

all the applications or a substantial portion of them were approved? 

Mr. Morss. As I recall, the total that have applied including those 
now contracted is in the neighborhood of 2,600, so that we are talking 
about five or six hundred additional over and above our existing 
operations. 

Mr. Touuierson. That presents a problem, then, for you and the 
Congress? 

Mr. Morsz. Yes, sir. 
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Mr. To.tLteFson. The limitation being 2,040 for fiscal 1960. 

Mr. Morss. Yes, sir. That gives us no flexibility at all excepting 
the 75 reserved for the Great Lakes. 

Mr. ToLttErson. What have you, if you should approve an appli- 
cation? What happens? 

Mr. Morse. We cannot sign a contract for an operator. The 
most that the Board could do would be to approve it subject to an 
increase in voyage limitation ceiling. 

Mr. Totuerson. Would that matter be brought to the attention 
of the Appropriations Committee? 

Mr. Morse. Yes. But we might have to wait 6 months before 
we do bring it to the attention of the committee. 

Last year, this question came up before the Appropriations Com- 
mittee in the budget which was under consideration. The voyage 
limitation was put at 2,000, and the problem that we now face again 
this year was discussed in the committee. As a result, the Congress 
increased the 2,000 request to 2,150 voyages. 

Mr. To_Lerson. The Great Lakes people are going to have to get 
somebody on the Appropriations Committee. 

That is all, Mr. Chairman. 

Mr. Morse. This pretty well covers the matter of operating 
subsidy. 

I might mention briefly ship mortgage insurance, which we are au- 
thorized to write as an assist to encourage more shipbuilding under 
American flag. The difficulty the operators, primarily operators other 
than the subsidized operators, have had in the past is obtaining 
fnancing for ship construction. We are authorized by statute to 
insure the loan during the construction period. We are authorized 
to insure not in excess of 75 percent of the loan during the construction 
period and 75 percent of the mortgage after the ship is constructed 
primarily for small ships or for ships built with construction subsidy, 
or 87% percent in most other areas. 

Now, as of the beginning of this year, we had mortgage insurance 
on 32 ships, having a total estimated construction cost of $290 million. 
The estimated mortgage loans which would be the maximum liability 
of the Government could be $240 million. 

We also have applications pending from 11 companies for mortgage 
insurance on 13 vessels. 

Now, we have had under this program two defaults. One was the 
Carib Queen, under which we were obligated to pick up the mortgage 
at a cost to the Government of $4,087,000. Also more recently, 
currently as a matter of fact, the SS Leilani, which was a passenger 
ship authorized to be sold by special legislation of the Congress about 
2 or 3 years ago, has proven to be a financial failure and we have 
picked up the mortgage under our insurance on that vessel. 

The CHarrMaNn. How much? What amount? 

Mr. Morsse. The amount we paid under our insurance was 
$2,380,000. There was an additional amount, $2,887,000, owing to 
the Government because the ship was sold for 25 percent down and 
the balance over a period of time. 

The CuartrMAN. That is a loss in that program of about $7 million. 

Mr. Morse. Yes, sir. 

The CuHarrmMan. And what is your recovery? What was your 
estimated recovery of that loss? 
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Mr. Morse. We advertised the Carib Queen for sale and, as I recal] 
we had one bid which was not a responsive bid. I do not recall the 
details but it was conditioned among other things, on a guarantee 
that the Government would charter a ship for a number of years 
This could not be done. Tore) 

At the request of the Navy, we have transferred that vessel to the 
Navy. They wanted it as a roll-on, roll-off vessel. 

The CuatrMan. I am trying to find out what your estimated logs 
in this transaction would be. 

Mr. Morse. That one transaction would be about $4 million. 

The Cuarrman. What would be your estimated recovery? 

Mr. Morse. Well, we have the Carib Queen. We have transferred 
it to the Navy on a temporary custody basis. 

The CnarrMan. I am trying to ascertain what is the percentage 
of loss in this program. 

Mr. Morse. At the present time, the percentage of loss is quite 
substantial. The loss has been in excess of our premiums which we 
have collected. 

As IJ recall the premiums collected were less than $2 million to date 
and our outlay has been in the area of $6.5 million. This, however, is 
not indicative of what will happen to this program on a long range 
because this program is not dissimilar in principle to our program of 
selling ships under the 1946 Ship Sales Act. There were over a 
thousand ships sold there and only two or three defaults, so that 
on the long-term operation, I would anticipate that we would have 
equally favorable operating results on the mortgage insurance. 

It is unfortunate that we have had two defaults right here at the 
inception, so that it looked bad. 

Mrs. Suutirvan. Mr. Chairman, may I ask the Administrator a 
question? 

On page 13, Mr. Morse, at the top of the page, you say that the 
Government’s interest in the SS Lezlani is $5 million. 

Mr. Morssg. Yes. , 

Mrs. Sutuivan. Is that $5 million a loss? You mentioned that 
you had only lost $2 million. 

Mr. Morset. We will take that in steps. 

The ship was sold initially by the Government to this operator for 
in the neighborhood of $3 million. They had made a downpayment 
of $800,000 or $900,000 so that there was still unpaid about $2,600,000 
on that original sale. We did not insure that. 

The Government has the vessel back. It has collected this down- 
payment of whatever the figure was, $800,000 or $900,000. It has 
that $800,000 or $900,000 and has the vessel in better condition than 
it was initially but we have, under the mortgage insurance, paid out 
two million-some-odd dollars. 

Mrs. Sutitivan. What is the $5 million? 

Mr. Morse. That is the total of the $2 million plus the unpaid 
sales mortgage. It was sold on credit terms so those two items have 
been added together to make up the $5 million figure. 

Mrs. Suuuivan. Is the Government out $5 million? They have 
the ship I know. 

Mr. Morse. We have the ship. We are in the process now of 
taking title to the vessel under the foreclosure sale. 
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As soon as we get title we will advertise the vessel for sale. If we 
are lucky we can collect our $5 million. If we are not lucky, we will 
have the vessel as an asset to the Government. 

The CHAIRMAN. You sold it for $3 million. Was that additional 
money for reconversion or repairs? 

Mr. Morse. Yes. 

The CHAIRMAN. That was negotiated at the time of the sale. They 
were to pay you back the repair costs as part of the sale? 

Mr. Morse. What happened was that as soon as they obtained 
title to the vessel they had a major reconstruction job done and we 
insured the mortgage on the reconstruction. 

The CHArRMAN. | see. So that you have a $3 million vessel 
repaired and you got $8 million. 

You really have a better vessel now than you had when you sold it. 

Mr. Morse. Yes, the Government has a $5 million interest in the 
yessel and the owner put in somewhere in the neighborhood of $8 
million or $9 million into the vessel. 

The CHAIRMAN. That is what I was trying to get into the record to 
show that it was not exactly a sour transaction even though it failed. 

Mr. Morse. It was a sour transaction in that it failed but the 
Government has a valuable asset. 

The CHAIRMAN. You have a ship that cost you $5 million now. 

Mr. Morse. No, it did not cost us $5 million. 

The CHAIRMAN. I mean you have $5 million now in it. 

Mr. Morse. No, we have $2,380,000 in it less the downpayment. 
[am speaking of the Government. 

Mr. Lennon. Will the gentleman yield? 

You say here that there was that 25 percent down payment and the 
Government picked up the first mortgage of $2,870,000. You had 
that much in it. 

Mr. Morse. We own the vessel to begin with. Assuming we sold 
it for $3 million- 

Mr. Lennon. It is on page 12 at the bottom of the page, 

Mr. Morse. We did not insure the first mortgage. 

Mr. Lennon. You insured the second mortgage for $2,380,255 
principal and interest which gives the Government’s total interest in it 
at ee That is the present Government interest in that 
vessel. 

The question I wanted to ask you was: What line was that? Do 
you recall? 

Mr. Morse. Hawaiian Steamship Co. 

Mr. Lennon. They are still a going concern? 

Mr. Morse. No, sir. 

Mr. Lennon. They are completely out? 

Mr. Morse. They were completely out and the vessel was taken 
over by Hawaiian Textron and they put additional money into the 
venture and they in turn failed. 

Again getting back to the dollars and cents on this Lezlani, the mort- 
gage of $2,887,000 is three-quarters; four-quarters of $2,887,000 
would be about $34% million so that the purchaser contracted to pay 
$344 million for the vessel. He paid roughly $900,000 and he owed 
$2,887,000. We did not insure that mortgage. That was a mortgage 
owing to the Government. 
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When he converted the vessel we did insure the mortgage which 
cost us $2,380,000. 

The fifth paragraph is a little confusing in saying that the Govern. 
ment’s interest is $5 million in the Ledlani. 

Mr. Lennon. That is what it says. 

Mr. Morse. I appreciate that. I did not catch it earlier. 

[t would have been better if we had deleted that paragraph. 

Mr. Lennon. Would she likely bring $34 million with this recon- 
version program? 

Mr. Morsg. She has little use other than in the Hawaiian trade or 
by a subsidized operator. 

We are hopeful that when we put the vessel up for sale one of the 
subsidized operators will buy her. 

Mr. Lennon. Statehood ought to do it now. Somebody ought to 
take it over. I hope so. 

Mr. Morse. Shall we go on to “Research and development”’? 

Mr. Touterson. Could I ask one question, Mr. Chairman, there? 

The CHarrMan. Yes. 

Mr. Toutuerson. Did the Maritime submit some proposed legis- 
lation in connection with this Federal mortgage insurance law? 

Mr. Morsz. Yes, sir; but it is unrelated to this particular problem. 
It has reference to deferring the placing of a mortgage which we can 
insure. 

One thing that I want to call particular attention to in this research 
and development program is the fact that we asked the National 
Academy of Sciences in June of 1958 to take a look at our activities 
and give us guidance in our overall program as to whether we were 
spending such research and development funds as we have in an 
advantageous manner and whether our research and development 
programs were in tune with the times and were in their thinking 
the proper approach, the proper road for us to move. I mention that 
because I think that was an advantageous thing for us to do. 

After all, we are talking of in the neighborhood of $4 million or $5 
million a year and it is worth while getting an outside survey by 
competent technical people to give us guidelines. 

Subsequently the Department of Commerce picked up the same idea 
and is having a survey of all the Department’s research and develop- 
ment programs by the same National Academy of Sciences. 

Examples of what we are doing is the hydrofoil craft, and there is 
a picture of that in your material. 

We are paying Grumman Aviation $250,000 to complete the design 
of a ship 70 to 100 tons which will do 80 knots. 

The CHatrMAn. What is that ship used for? 

Mr. Morse. Where will it be used? 

The CHatrMan. Yes. 

Mr. Morsz. Eventually, in our opinion, they will be big enough 
to be used transatlantic. 

The CHatrMAN. What did you say the tonnage of the ship was? 

Mr. Morss. 70 tons to 100 tons. It would be in the neighbor- 
hood of, I suppose, 100 feet to 150 feet long. 

The CHatrMan. That is the ship that the Italians are using? 

Mr. Morss. Yes, the Italians use small editions of these things 
between Naples and Capri. 

The CuHarrmMan. Is the Navy in this program also? 
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Mr. Morsz. The Navy have small editions and are working very 
dosely with us in this development. 

The CHAIRMAN. I was coming to that. 

Mr. Morss. There is not a duplication here. 

The CHAIRMAN. Your individual study of this ship is not a dupli- 
cation of what the Navy is doing. 

Mr. Lennon. Mr. Chairman, was it this week or last week that 
the House granted authorization and construction legislation for this 

rogram and the bill was reported out and handled on the floor by 
Mr Carl Durham? He told me there were a number of these boats 
in that authorization of the construction program for the Navy of this 
same type? 

The CHatrMAN. That is the ship with fins on it which rides on top 
of the water. 

Mr. Morsz. Yes, sir. 

Mr. ToLtLeFson. What happens to the propeller? 

Mr. Downina. That is the question which I was going to ask. 
Does that thing ride out of the water? 

Mr. Morss. The propeller remains in the water. There is a strut 
down here astern and the propeller is at the bottom of that strut. 

Mr. Downina. The propeller on the bottom of the ship will rise 
out of the water at high speed, is that correct? 

Mr. Morssz. No, sir. 

Mr. Downina. Then they will be propelled forward by the pro- 
pellers on the strut? 

Mr. Morse. Yes, sir. 

Mr. MarLurarp. What is this going to cost? 

Mr. Morse. Well, I cannot answer that offhand, Mr. Mailliard. 

Mr. Gtenn. Do you mean that this type of ship will eventually 
cross the ocean? 

Mr. Morse. We believe that they will be completely feasible. 

The CHarRMAN. At what speed, Mr. Morse? 

Mr. Morss. This one that we are working on will have a projected 
speed of 80 knots. 

Mr. Lennon. The chairman had a constituent that crossed the 
ocean in a 16-foot outboard motor. 

The CHarrMaAn. I would not want to get into that. 

Mrs. Sutirvan. What would that do in high or heavy seas? 

Mr. Morsz. The Navy has a small 20- or 30-foot boat with hydro- 
foils. It came from, as I recall, New York, down to the Chesapeake 
Bay area recently escorted by a PT boat. There were fairly high 
waves. The PT boat had very rough going but the little hydrofoil 
went with the waves. The fellows who rode it said it was as smooth 
as could be, they had no problems. 

We are working on standardization of containers. We had a fea- 
sibility study of a submarine tanker and are doing nothing further on 
that because the economics just did not justify going ahead any 
further although I think a submarine tanker might be very desirable 
for mobilization purposes. 

As you may remember, in World War I the Germans had several 
submarine cargo ships that came to this country. 

Mr. Touuerson. I did not remember that. 

Mr. Morse. I am older than you, Mr. Tollefson. I can recall it. 
There was the Deutschland and the Vaterland. 
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Mr. TotLerson. You compliment me. 

The CuarrmMan. There was one that came to Baltimore. 

Mr. Morse. We are doing some R. & D. matters of a minor nature 
The most interesting, I think, is in nuclear developments, We 
are going ahead with the gas-cooled closed-cycle reactor which is 9 
iodulcninentel rogram done in conjunction with the Atomic Energy 
Commission. That is 2 or 3 years away but it has quite advantageous 
desirable prospects. 

Shall we discuss the reserve fleets briefly? 

The CHarrMan. Yes. 

Mr. Morse. We have 8 reserve fleets with about 2,000 vessels to 
2,100 ships included. It has continued at approximately this 2,099 
level at a fairly stable level actually. It has had some increases ‘and 
decreases. There was a decrease during the Suez situation when we 
broke out a lot of ships to carry grain and other cargoes. 

In addition, we have a program of scrapping some of the older less 
desirable ships. 

There are eight reserve fleets, the Hudson River; the James River 
of Virginia; Wilmington, N.C.; Suisun Bay, Calif.; Astoria, Oreg.: 
Olympia, Wash.; and Mobile and Beaumont on the gulf. hy 

Roughly, there are approximately 150 to 380 ships in each of the 
fleets. 

We have a basic preservation program when the ships are first put in 
and thereafter we have recurring preservation programs which consist 
of the application of preservative oils and grease to machinery and 
electrical equipment every 4 years, painting of hulls and super- 
structures every 2 years, painting of water lines every 6 months and 
turning over main engines every 6 months. 

We preserve the bottom from corrosion by means of a cathodic 
method which is a little over my head but the technique is passing an 
electric current between anode beds and the hull of the ship. This 
eliminates the salt water corrosion of steel. 

Mr. Lennon. Mr. Administrator, you are eliminating Victorys, as 
such. They are the ones you are scrapping primarily? 

Mr. Morse. As I recall it is entirely Libertys that we are scrapping. 

Mr. Lennon. I know you folks have set a minimum price of $70,000 
on any of them. 

Mr. Morse. Yes, sir. 

Mr. Lennon. Since the Navy has announced its intention to scrap 
a substantial number of vessels, do you not think that the Maritime 
Administration is going to have to reduce its minimum price to move 
these old Liberty vessels because, as you know, we had no scrap 
market last year. It dried up on us. | am thinking about my own 
vicinity where there is the yard and a lot of those Libertys there that 
they will never move for scrap when the Navy is not going to set a 
minimum price as you folks do. They are going to get rid of them. 

I wonder if you are not going to have to come down a little to 
dispose of them. They cost something to keep up. 

Mr. Morse. It costs on the average about $3,500 per vear per ship. 

Mr. Lennon. | just think that the Administration ought to explore 
the possibility of reducing its price. 

Mr. Morse. For the advantage of the Government, or for the 
advantage of the buyer? 
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Mr. Lennon. I think, frankly, for the advantage of the Govern- 
ment with the annual cost and with the very definite probability 
that they will never be used, even converted, not these old Liberty 
ships, plus the fact that the Navy has announced its intention to 
dispose of a rather large amount that they recently announced they 
intended to scrap. I do not think there is going to be a market at 
the price you folks have on them in the next 5 or 6 years. 

It occurred to me at the time that the Navy announced its intention 
that you folks would not be able to move yours at a price of $75,000 
a ship. 

Mr. Morse. We sold half a dozen just the other day for a minimum 
of $70,000. 

Mr. Lennon. That shows that the scrap market is moving up 
overseas. 

Mr. Morse. There was only one bidder in that instance. If we 
cannot sell them at that price, we will reduce the price but we do not 
want to reduce the price unless we are forced to. 

Mr. Lennon. If there was some potential use of that particular 
type of ship, | would personally hate to see them released for scrap, 
but I do not think they will ever be used in the future even for com- 
mercial transport with our present concept of speed. 

Mr. Morsz. There are two sides to that story. In World War I, 
we used ships for breakwaters. 

Mr. Lennon. I know you did that. 

Mr. Morse. We are using many of these Liberty ships as storage 
for surplus grain and they have proven to be excellent storage ware- 
houses. 

If you were to build these ships they would cost a lot of money. 

Mr. Lennon. You said you sold five Libertys? 

Mr. Morse. Yes, sir. 

Mr. Lennon. Where were they purchased? 

Mr. Morssr. They were purchased by Bethlehem from the east 
coast yards. 

Mr. Lennon. They had to be at James, or the Hudson River or 
Wilmington, N.C., to be on the east coast. 

Mr. Morse. That is right. There were seven sold rather than five. 
We have selected 300 for scrapping purposes and so far have sold 114 
at an average price of $75,098. We do not anticipate any better out- 
look in the foreseeable future as far as price is concerned. We have 
areduction in our 1960 budget which will not permit us to do any 
preservation work on Libertys and will reduce the preservation work 
on the better quality ships that are in our reserve fleet. 

Mr. Lennon. I had read that statement. I notice you said that 
there would be no further preservation of Libertys because of budget 
conditions and it occurred to me that the Navy had announced its 
intention to dispose of a great number of surplus vessels and you had 
nothing in your budget to further preserve these approximately 1,400 
Libertys that you had at one time or still have left, I guess. 

It would seem to me that you are going to have to reduce your 
price of $70,000 if you expect to move them. If you are not going to 
preserve them you ought to move them and sell them. 

Mr. Morsr. It is a question of whether it is advantageous to the 
Government to dump them for what we can get or advantageous to 
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pay a few hundred dollars a year for a custodial force and hold on to 
them until the market improves a little bit. 

Mr. Lennon. I just do not know. You folks would know. 

Mr. Morssz. Getting down to shipyards, we have four reserye 
shipyards, Wilmington, N.C., Mr. Bonner; Richmond and Alameda 
Calif.; Vancouver, Wash. 

We are proposing to dispose of two of the shipyards, the Vancouver 
Wash., yard, which is partly on leased ground, and the Alameda yard. 
which is divided by privately owned property. We would retain the 
Richmond and the shipyard at Wilmington. 

The reason for this is a reduced requirement for reserve shipyards 
for mobilization purposes. The Navy has indicated to us they are 
willing to release two of the four yards. 

Mr. Lennon. That is subsequent to the statement you made today? 

Mr. Morsz. Yes, sir; the Navy replied by letter dated March 5, 
1959, that they recommended retention of two of the four shipyards, 

Mr. Lennon. That information has come to you since this memo- 
randum was presented because there is no reference made to that. 

Mr. Morsz. That is correct. 

Mr. Lennon. You say here, on page 18, that in July 1958— 
the Department of Defense reaffirmed its previous decision that any lease, permit 
or sale ot the facilities— 
meaning these surplus yards and then you say in February 1959 that 
under your Administration policy consideration is being given to the 
declaration of these yards as surplus and that you intended to ask the 
Coordinator of Shipbuilding to advise as to the continued necessity for 
retention of these shipyards. 

You have a letter of March 3, advising that you could, so far as they 
were concerned, dispose of two of the yards on the west coast but retain 
one on the west coast and one on the east coast. 

Mr. Morse. Yes, sir. The letter is a letter of March 5, 1959. 

Mr. Lennon. Now, let us talk about this yard down at Wilmington 
just a little bit. 

I believe you said here on page 18, the second paragraph: “Status: 
About one-third of Wilmington shipyard is permitted’”’—that is it is 
under lease agreement with—‘‘the North Carolina State Ports 
Authority.” 

It is a rather long-term lease agreement, is it not, Mr. Administrator? 

Mr. Morszg. Yes, it is. 

Mr. Lennon. As a result of that lease agreement, the State of 
North Carolina has invested, I believe now, considerably in excess of 
$5 million in permanent port facilities. They are anxious, of course, 
to expand their port facilities, very anxious. The fact is, I think, 
within the last 12 months you folks granted them a long-term lease 
on an additional thousand feet of wharfage space and some ware- 
housing space. 

Mr. Morse. Yes. 

Mr. Lennon. As of right now, that yard could hardly be converted 
to the construction of anything except the very small type of ship, 
could it, because it is so narrow from the waterfront back to where 
your city starts. You could not get any ways in there of sufficient 
length to build hardly any type of vessel except maybe the hydrofoil 
vessel that you talked about a little while ago. 
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Mr. Morss. No, Mr. Lennon, it has better capability than that. 
[do not recall offhand the size ships that we have projected for build- 
ing down there come mobilization. It is not the best situated yard 
because of the lack of space, the residential area which has built up 
ground it so that you cannot expand for your need. It has many 
deficiencies. There is no question about it. 

Mr. Lennon. The thinking, then, of the Department of Defense is 
that that particular one must be retained and not disposed of? 

Mr. Morse. Right. 

Mr. Lennon. Now, when you were here a year ago and presented 
to the committee the question of the disposition of these four surplus 
maritime reserve yards you had a proviso so that they had to be 
ysed for shipbuilding purposes with a right under the recapture clause. 
Do you intend to dispose of these other yards without the recapture 
clause? 

Mr. Morse. We would initially advertise them with a recapture 
dause. If we got acceptable bids on that basis, fine. If we did not, 
we would probably eliminate the recapture clause entirely and turn 
them over to General Services Administration for disposition. 

Mr. Lennon. The Maritime Administration does not oppose the 
leasing of additional acreage that might be necessary to be acquired 
by the North Carolina State Ports Authority for its objective and 
purpose? 

Mr. Morse. No, Mr. Lennon, we do not object to that. 

Mr. Lennon. You have done that over a period of years? 

Mr. Morse. We have done that. 

Mr. Lennon. Ten or more years? 

Mr. Morse. We have done that on a basis that its impact on the 
shipbuilding capability of the yard has been kept to a minimum. 

Mr. Lennon. You see, we were like some of the other towns men- 
tioned a while ago. We were a boom and bust city. There was a 
great shipbuilding industry there during World War I and then bust 
and then a great shipbuilding industry there during World War II. 

You folks have, as people in North Carolina believe, tied up the 
best waterfront property in that area that could be used for the 
development of our port facilities. You have never agreed with us 
on that but we do want the time to come when the North Carolina 
State Ports Authority can acquire that and we were hopeful in the 
light of a conference that was had yesterday afternoon in which we 
understood, or in which we were not told or at least the gentleman we 
talked with in your Department was not told of this letter of March 5 
to which you referred. He got the impression that that was one of 
the yards that would be disposed of. The gentleman he talked to 
perhaps did not know about your letter of March 5. 

Mr. Morse. I have misled you, if I said it was the Department of 
Defense that had indicated that the Wilmington yard was to be 
maintained. 

Mr. Lennon. Who was it? 

Mr. Morse. There is a letter from the Department of the Navy 
of March 5, 1959, which merely says that the Coordinator, that is the 
Coordinator of Shipbuilding of the Navy recommends that the Mari- 
time Administration retain two of the four shipyards. 
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Mr. Lennon. The reason I said that, Mr. Administrator, is because 
I am using your language. You indicate here— 

February 1959: * * = Maritime has again asked the Coordinator of Shipbuilding 
Conversion and Repair, Department of Defense, to advise as to the continued 
necessity for retention of these shipyards for mobilization shipbuilding, 

That is the reason I referred to the Department of Defense because 
your memorandum referred to the Department of Defense. That jg 
the Department of Defense. While it is the Navy it is representing 
the Department of Defense in its response to your inquiry of 
February 1959. 

Mr. Morse. But it said only two of the four were to be retained and 
did not identify which ones. 

I was unaware whether it was Department of Defense or our own 
agency which had made the selection of which of the four to be 
retained. 

Mr. Lennon. They did not designate which two were to be re- 
tained? 

Mr. Morse. Correct. 

Mr. Lennon. It was the Maritime Administration who made that 
designation after receiving that letter? 

Mr. Morse. Yes, sir. 

Mr. Lennon. When did you folks come to the decision at the 
Maritime Administration level that one on the east coast and the other 
one on the west coast should be retained, but not necessarily as a 
shipbuilding facility? 

Mr. Forp. Not necessarily. 

Mr. Lennon. But as a repair facility? 

Mr. Forp. If the ways were there and it could be used for ship- 
building it would be, but there are no ways at present. 

Mr. Lennon. There are no ways there. They are rotted down. 

Mr. Forp. That is right. 

Mr. Lennon. And finally burned and were taken down. 

Mr. Forp. So far as the shipbuilding facilities. 

Mr. Lennon. What are the plans, then, with respect to the future? 
Are we going to wait for that date of mobilization before anything 
is down there about it? 

Mr. Forp. In what respect, sir? The shops are there, the buildings 
are there. There are docks there that could be utilized for ship 
repair. 

Mr. Lennon. Well, there were docks there that could be used for 
repair but they are rotted now. You could not pull alongside of them 
except those that the State ports authority has fixed. 

Mr. Forp. There are no funds to completely renovate the yard and 
to build it up. 

Mr. Lennon. In other words, without mobilization it will stand 
there like it has since it was closed in about 1947? 

Mr. Forp. That is right, unless funds are made available to do 
something with them. 

The CHairnmMAN. Let me ask a question. 

In your survey did you consider the offer made to you for transfer 
or trade of property? Did you go and look at it, is what I mean. 

Mr. Forp. Well, Mr. Bonner, I believe this was gone into some 
time ago and it was not considered to be a feasible scheme. It is 
not contemplated that we will build a new shipbuilding yard on the 
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farmland that was offered across the river. The only plan is to 
retain what already exists. 

The CHAIRMAN. That is where your reserve fleet is. 

Mr. Forp. That is right, sir. We are only keeping what we have. 
We do not contemplate building new mobilization yards. 

The CHAIRMAN. You would have to rebuild what you have, would 
you? 

‘ Mr. Forp. To a degree but not to that degree. 

The CuarRMAN. Admiral, I am just thinking about it from a 
practical business standpoint. You must admit if you have seen it 
yourself that you would have to rebuild. 

‘ Mr. Forp. It would require some building. 

The CHatRMAN. Then do I understand that you would destroy 
existing loading facilities and dock facilities to then build a repair 
facility? 

Mr. Forp. No, sir. They would be utilized in conjunction with 
the repair facility. The warehouses and the docks are there which 
are just what you need in order to repair ships. 

The CHarRMAN. Have you been down to look at it any time 
recently? 

Mr. Forp. Not recently. 

The CHAarRMAN. When was the last time? 

Mr. Forp. Several years ago, sir. However, it has been looked at 
by some of the people who were interested in using it as a repair facil- 
ity and their report is that they considered it to be very adequate for 
that purpose. 

The CHarrMANn. Well, in an emergency we need the warehouses 
and port facilities just as much as we need repair facilities, do we not? 

Mr. Forp. Yes, sir. 

The CHarrMAN. So that, if you would let the State or any State do 
the building for dockage that the State wants to do, you would have 
two functions, two facilities, whereas in your present policy you are 
holding up one and to use what you are holding you would have to 
rebuild it. It is difficult for me to understand the practical position 
you take with respect to this matter. 

You are offered a site where your building could be put for repair 
where your reserve fleet is now located. Just from a business, prac- 
tical, everyday commonsense point, it is just a little hard to under- 
stand. 

Mr. Forp. Mr. Bonner, I think at the hearing it was indicated that 
these facilities were valued in their present state at about $12 million. 

The CHarRMAN. Your valuation was very greatly inflated at that 
time. Everybody admitted that. 

Mr. Forp. Even if we were willing and wanted to move across the 
river and move these facilities and build them up we have seen no indi- 
cation that anyone would give us $12 million. We went into this 
with the State ports authority and they were willing to offer us some 
land but they were not willing to move our facilities from their present 
site to the new location that they were proposing. 

I think that was the difficulty at that time. 

The Cuarirman. I did not want to take the time of the committee 
for this because I do think that this is something on which Mr. Lennon 
and I want to talk to you gentlemen about at some convenient time. 

Mr. Lennon. I have no further questions. 
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The CuarrMaAN. At some convenient time we would want to dis. 
cuss it. 

Mr. Morse, your statement will be made part of the record, without 
objection. 

(The statement referred to follows:) 


OUTLINE FOR Discussion ON Status or ACTIVITIES OF FEDERAL Maritime 
BoaRD AND MARITIME ADMINISTRATION 


I, INTRODUCTION 


I am pleased to have this opportunity to report to your committee on the fune- 
tions and operations of the Federal Maritime Board and the Maritime Adminis. 
tration, particularly as to new developments, the current status of our activities 
and prospective programs. : 

Since there are a number of new members on your committee, I will begin by 
reviewing briefly the basic responsibilities of the Federal Maritime Board and the 
Maritime Administration, and the relationship of these agencies to each other 
and the Department of Commerce. 

The Merchant Marine Act, 1936, as amended, and related maritime laws have 
established the basic principles and policies of the U.S. Government with respect 
to the American merchant marine. These principles provide for the development 
and promotion of an American merchant marine sufficient to carry the domestic 
waterborne commerce and a substantial portion of the foreign commerce of the 
country; capable of serving as a naval auxiliary in time of war; owned and operated 
under U.S. flag by citizens of the United States, insofar as may be practicable: 
and composed of the best equipped, safest, and most suitable types of vessels 
manned by a trained and efficient citizen personnel. 

The Federal Maritime Board and the Maritime Administration are responsible 
for carrying out these national policies and principles. The Board and Adminis- 
tration were established as agencies within the Department of Commerce by 
Reorganization Plan No. 21, effective May 24, 1950. They are the successor 
agencies to the goveramental organization which has existed since 1916, under 
various names, for the purpose of administering our shipping laws. 

The Federal Maritime Board is composed of three members, appointed by the 
President, by and with the advice and consent of the Senate. The President 
designates one of the members to be the Chairman of the Board, who also serves, 
ex officio, as Maritime Administrator. 

Reorganization Plan No. 21 transferred to the Federal Maritime Board the 
regulatory functions of the former Maritime Commission and the functions with 
respect to making, amending, and terminating subsidy contracts, conducting hear- 
ings and making determinations antecedent thereto, under the provisions of the 
Merchant Marine Act, 1936, as amended. 

We have previously reported to your committee concerning the Board’s regu- 
latory activities. Briefly, they include the regulation and control of rates, services, 
practices, and agreements of common carriers by water and of other persons, under 
provisions of the Shipping Act, 1916, as amended, and other shipping laws; making 
rules and regulations affecting shipping in the foreign trade; and investigating 
discriminatory practices in such trade. The Board, in respect of these regulatory 
functions, is independent of the Secretary of Commerce. 

In administering its other functions, the Board is guided by the general policies 
of the Secretary of Commerce. However, the actions of the Board in regard to 
its subsidy functions are final. 

Those, in general, are the functions of the Federal Maritime Board. It was 
considered under plan No. 21 that these functions required the deliberation and 
independence of judgment of a board. On the other hand, it was felt that the 
large variety of business-type programs of the former Maritime Commission 
required the direction of a single executive. : 

Thus, the Maritime Administration, with the Maritime Administrator as its 
head, performs the functions of the former Maritime Commission which were not 
transferred to the Federal Maritime Board under plan No. 21, as well as certain 
other functions not previously vested in the former Maritime Commission. 

The Maritime Administration’s functions include the following: Shipbuilding; 
providing insurance on private loans and mortgages for ship construction ; maintenance 
of national defense reserve fleets, reserve shipyards, and other facilities ; sale of ships; 
maritime training; and research and development in the maritime field. Many 
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of its actions are based on determinations made by the Federal Maritime Board. 
For example, it administers all subsidy contracts entered into by the Board. 

The Administration carries out all its functions under a delegation of authority 
fom the Secretary of Commerce. 


Now I would like to bring you up to date on the status of our activities and 


programs. 


II, SHIPBUILDING 


1, The American merchant marine is now engaged in the largest shipbuilding 


rogram in peacetime history. 


(a) Chart showing number, deadweight tons, and cost of merchant ships com- 


pleted, in U.S. shipyards (constructed or converted): 
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(}) Merchant ships under contract for construction or conversion, January 1, 
) 1959: 85 ships, $887 million, of which 82 ships, $850.2 million, for private account; 

3ships, $36.8 million, for Government account (NS Savannah; T5 tanker; and a 
| small ship for Coast and Geodetic Survey). 

2. The nucleus of this shipbuilding effort is the replacement program of the 15 
subsidized operators, who are obligated to replace their ships, with new, fast and 
more efficient ships, under the provisions of their operating-differential subsidy 
contracts. 

(a) Objective is to avoid block obsolescence of subsidized fleet by orderly 
replacement over a 20-year period. Gives recognition to the need for distributing 
budgetary requirements over a long period of time, and, at the same time, getting 
ships replaced within a period in which they can reasonably be expected to 
operate economically. 

(Chart showing proposed long-range ship replacement program of subsidized 
operators. ) 

(b) Ships required to be constructed under provisions of existing operating 
subsidy contracts: 287 ships at an estimated cost of $4.5 billion (260 freighters, 
jpassenger, and 22 combination). 

(c) Current program of subsidized operators: 


(1) Calendar year 1958: There were delivered 4 combination ships (2 for 
Grace and 2 for Moore- McCormack). 

(2) Fiscal year 1958: Contracts were awarded for 15 ships (American 
Export, 4; APL, 2; Lykes, 5; and Moore-McCormack, 4). 

These contracts resulted in trade-in to the Government of 17 old ships at 
an average trade-in allowance of $1,182,900 per ship. Trade-ins will serve 
to upgrade our national defense reserve fleets. 

Allowance is paid to the shipyard, to be applied against the purchase price 
of ship. It is anticipated that the average allowance will be reduced to 
about $1,022,100 per ship by continued use of the old ships by the operators 
pending completion of the new ships. 

(3) Fiscal year 1959: Funds programed for construction of 21 ships: 

Already awarded: 7 (Lykes, 4; Moore-McCormack, 3). 

Bids being evaluated: 4 (American Export). 

Scheduled for contract award by June 30, 1959: 8 (American Mail, 3; 
Mississippi, 3; PFEL, 2). 

Allocation of remaining funds not as yet determined. 

Trade-in of 21 ships expected in connection with these contracts. 

(4) Fiscal year 1960: Under proposed budget, funds are requested for con- 
struction of 14 ships (American Export, 3; Farrell Lines, 4; Grace, 3; and 
Lykes, 4) including funds for trade-in allowances on 14 ships. 


3. Construction-differential subsidy: 

(a) Purpose: To place American ship operator in a position of parity with its 
foreign competitor with respect to shipbuilding costs. Amount of subsidy is the 
difference between the cost of constructing the ship in the United States and the 








40 


estimated cost, as determined by the Board, of constructing 


foreign shipbuilding center. 

The Government also pays the cost of national defense features incorporated 
in the ship, which are certified by the Secretary of the Navy as necessary for 
national defense purposes and which are determined by the Board to be in excess 


of commercial requirem 


ents. 
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a similar ship in g 


Japan is used as the foreign shipbuilding center for current subsidy determina- 


tions. 


From 1955-57, Japan was considered third behind Netherlands and West 
Germany as the most fair and reasonable low-cost shipbuilding center. 


Since 


1957, Japan has had a sharp falling off of orders and backlogs, sharp competition 


among Japanese companies, and a general lowering of prices. 


Japan 


now offers 


fixed price contracts with long-term credit, in place of previous c.o.d. with escala- 


tion terms. 


It is also authorizing contracts on a sterling basis instead of dollars 


As a result, price of a tanker in Japan is now estimated to be $5 to $10 lower per 
deadweight ton than in West Germany. 
(b) The Board approved the following construction subsidy contracts during 


calendar year 1958: 


—_— OOOO ee 


Company 


Moore-McCormack Lines, Inc 
Moore-McCormack Lines, Inc 


Lykes Bros. Steamship Co., Inc... 


Lykes Bros. Steamship Co., Inc-_--- 


American President Lines, Lt« 
American Export Lines, Inc-. 
Grace Lins, Ing... ............ 


American Export Lines, Inc. . 


American President Lines, Lt« 


I ridin cidn sinceebncta cies 


1 Rate to be determined. 


- 


Rcaseapeneit rae 


ships to container ships. 
Reconstruction of SS Jnde- 
pendence and SS Constitu- 
tion. 
Reconstruction of 4 Mari- 
ners. 


22 new cargo ships; 8 recon- 
structions. 


(c) Applications pending as of December 31, 1958: 
(1) Seven applications for construction of 24 cargo; total estimated cost 


$300 million. 
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(2) One application for construction of three combination cargo/passenger; 
total estimated cost $73,500,000. 
(3) One application for construction of a superliner; total estimated cost 


$100 million. 


(4) One application for reconstruction of two passenger; total estimated 


cost $800,000. 


(d) Proposed budget for 1960 includes funds ($105 million) for construction 
differential subsidy and national defense features on 14 new ships for subsidized 
operators. Does not include funds for construction of two superliners (one for 
American President Lines for trans-Pacific service and one for U.S. Lines Co. as 
a replacement for SS America), authorized by Public Law 85-521, approved 


July 15, 1958. 


determination of financing policies. 

(e) Roll-on, roll-off capability: In connection with the question of subsidy and 
national defense features, the Military Sea Transportation Service has expressed 
an immediate need for dry cargo vessels having a roll-on, roll-off capability of 


approximately 25 perce 


nt. 


Request for funds for this construction has been deferred pending 


Representatives of MSTS have indicated that unless 


this capability is provided by private industry they will be forced to build ships 


of their own. 


Discussions have been held by representatives of MSTS, the Com- 


mittee of American Steamship Lines and the Maritime Administration with 
respect to subsidy problems which might arise in the construction and operation 
of such vessels. 

If a substantial portion of the replacement ships provided for in the 1960 budget 
must be equipped with roll-on, roll-off capability paid for out of Maritime Admin- 
istration appropriations for construction subsidy, the additional costs will reduce 
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the number of vessels which can be constructed within budgeted funds from 14 to 
ossibly 11 or 12, unless the additional subsidy costs can be covered by other 
funds. : L ; : } ‘ 

We are conducting exploratory discussions with our operators serving essential 
US. foreign trade routes, in order to arrive at some basic conclusions with respect 
to the design of vessels which would provide the desired roll-on, roll-off capability 
and at the same time be capable, with limited modification, of normal, everyday 
operation. . 90) NEF 2 0 

This is another example of American shipping’s integral association and tie to 
the defense needs of the Nation. 

4, Trade-out-and-build program: 

(a) Program undertaken in 1955 as an incentive for new construction. 

(b) Policy: Basic policy of November 5, 1956, remains in effect today. No 
US.-flag war-built vessels (such as Libertys, Victorys, or T—-2 tankers) may be 
approved for transfer to foreign ownership and registry under sections 9 and 37 
of the 1916 act, unless the American owner undertakes to replace such vessels by 
the construction of new vessels for U.S.-flag documentation and operation. 

Overage vessels may be approved for foreign transfer without replacement, 

rovided vessel is not needed for national defense purposes. 

(c) Three minor amendments to policy; copies available. 

(d) Chart showing approvals granted by year (number, type, tonnage, and 
speed of ships to be transferred and to be constructed). 

(e) Redocumentation of ships previously transferred foreign: 
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Reason: Desire to be eligible as privately owned U.S.-flag vessels for participa- 
tion in cargo carrying under the Cargo Preference Act. 

Policy: Where the Maritime Administration has contractual jurisdiction, it is 
our policy to approve the transfer of a foreign-flag vessel to U.S. citizen owner- 
ship, registry, and flag. Such approval subjects the vessel to the provisions of 
sections 9 and 37 of the 1916 act and the Administration’s policy with respect 
to applications filed pursuant thereto. It does not alter in any way the obligation 
of the contracting party to construct a new ship. 

5. Public Law 805, 84th Congress, allocations: 

(a) Law provides that, with the President’s approval, ship construction con- 
tracts may be allocated, without regard to competitive bidding, to shipyards in 
need of work for the purpose of maintaining a nucleus of shipbuilding facilities 
and manpower at strategic points in the country for purposes of national defense. 
The additional cost incurred as a result of such allocations is paid 100 percent by 
the Government. 

(b) Criteria: Board has developed criteria for implementation of this law, 
setting forth conditions to be satisfied in making allocations. Intent is to effect 
a distribution of Nation’s shipbuilding potential in a way directly related to 
requirements for national defense. Most desirable an economical means to 
achieve this end is by competitive bidding. 

Board takes position that allocations should be made only to extent that com- 
petitive bidding fails to achieve desired results. 

(c) Allocations of six ships approved by President and construction contracts 


awarded in 1958, as follows: Ships 
Todd Shipyards, San Pedro, Calif_______ bint atta Seer ncaa Et itaiiaiahs a ciasiiaiilad 2 
National Steel & Shipbuilding Corp., San Diego, Calif_.............---- 2 
Bethlehem Pacific Coast Steel Corp., San Francisco, Calif... _..-.._.--- 2 


(d) Requests for allocation rejected: 

(1) Conversion of four Mariners for APL: In this case, Todd Shipyards of 
Alameda, Calif., submitted low bid. Willamette Iron & Steel Co., Portland, Oreg., 
requested allocation under Public Law 805, strongly supported by Members of 
Congress from Oregon and Washington, and others. It was found that Willamette 
lacks shipbuilding ways, and that allocation of this conversion work which does 
hot require shipbuilding ways, would not result in any increase in shipbuilding 
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potential of the country. Allocation would not accomplish purpose of Act and 
request was therefore disapproved. 
(2) Construction of four cargo ships for American Export Lines: Board deter 


mined that fixed price bid of National Steel & Shipbuilding Corp., San Diego 
Calif., was lowest responsive bid. Alabama Dry Dock & Shipbuilding Co., which 


had lowest bid on an adjusted price bid requested allocation under Public Law 
805, strongly supported by Members of Congress from Alabama, its Governor 
and others, including representatives of labor. However, after thorough con- 
sideration, it was determined that it would not be in the national interest to make 
such allocation. Company was advised accordingly. ; 

(3) Construction of seven cargo ships for Moore-MacCormack: These ships 
were awarded in two groups, four in February 1958, and the other 3 in January 
1959. In connection with each invitation, the Manitowoc Shipbuilding, Ine., of 
Manitowoc, Wis., submitted bids on one and two ships, and requested allocation 
under Public Law 805. Request was supported by local labor organizations, the 
mayor of Manitowoc, and the two Senators from Wisconsin. On the basis of 
surveys of the country’s shipyards made by the Maritime Administration, it was 
determined that there was no justification for the application of Public Law 805 
for the Great Lakes area, at that time, and that the purpose of this law would not 
be accomplished by the proposed allocation. As a result, Manitowoe’s request 
could not be granted. Of the first group of four ships, two were allocated to Todd 
Shipyards Corp., San Pedro, Calif., under the provisions of Publie Law 805 and 
the other: two to Sun Shipbuilding & Dry Dock Co., Chester, Pa. In January 
1959, the second group of three was also awarded to Sun. In both cases, the 
latter company was determined to be the lowest responsive bidder. 


III. OPERATING-DIFFERENTIAL SUBSIDY 


1. Purpose: To meet the disparity in operating costs between foreign-flag 
operators and U.S.-flag operators, operating ships on essential foreign trade routes, 

The Government pays the difference between the cost of operating ships under 
U.S. flag and foreign flag, on a specified number of voyages on such routes. Items 
of operating costs subject to subsidy are limited to wages, subsistence, mainte- 
nance and repair, and insurance. 

Law provides for recapture by the Government at the end of each 10-year period 
of 50 percent of operator’s profits in excess of 10 percent of capital necessarily 
employed in the business. 

2. We now have 15 steamship companies operating some 311 ships in subsidized 
services. 

3. During 1958, new long-range operating-differential subsidy agreements were 
executed with 3 of the 15 subsidized operators, each with termination date of 
December 31, 1978: 

American Mail Line, Ltd. 
Gulf & South American Steamship Co., Inc. 
Pacific Far East Line, Inc. 

4. Pending: 

(a) Applications from seven new companies for subsidy on services other than 
Great Lakes (Isbrandtsen, Waterman, Central Gulf, Isthmian, Matson Orient, 
Prudential, and States Marine). 

(b) Applications from six companies (two new and four subsidized) for subsidy 
on Great Lakes service beginning April 1, 1959 (Isbrandtsen, T. J. McCarthy, 
American Export, APL, Grace, and U.S. Lines). 

5. Voyage limitations: 

(a) Fiseal year 1959: Appropriation act authorizes Board to approve up to 
2,225 voyages, including not less than 150 for new operators and not less than 75 
for Great Lakes operators. 

As of December 31, 1958: Total of voyages under contract was 1,965 (of which 
none was for Great Lakes), plus 23 voyages incorporated in contracts but con- 
tingent upon acquisition of additional ships by operators. 

(b) Fiscal year 1960: Proposed budget provides for 2,040 voyages (1,965 plus 
75 reserved for Great Lakes). rel 

In the event Board approves additional voyages for fiscal year 1959 within 
limit of 2,225, it will be necessary to request an increase in 1960 voyage limitation 
to cover actual number under contract for fiscal year 1959 plus 75 for Great Lakes. 

(c) Great Lakes: Applications pending from 6 companies for 162 voyages. 
Under 1960 budget, provision has been made for 75 Great Lakes voyages within 
the total voyage limitation. 
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6. Costs: Proposed budget for fiscal year 1960, $130 million. This will make it 
scible to make 100 percent payment on subsidies payable due through 1955 and 
artial payments of amounts due through March 1960. 
Chart showing U.S. subsidizable expenses, gross aon, accrual, recapture, 
ayments on account, and balance of subsidy due, by year, 1947-60. 
It is interesting to note that from the inception of this program (i.e., January 
1, 1947-June 30, 1960), the SE amount of subsidy payable, after recapture 
has averaged $76.9 million per yea 


IV. TITLE XI—FEDERAL SHIP MORTGAGE INSURANCE 


1. Purpose: To encourage private financing of ship construction and recon- 
struction by providing insurance on mortgages and loans made by banks and 
other financial institutions. 

Under title XI, Maritime insures: 

(a) Loans up to 75 perce nt of actual cost of ship. 

(b) Mortgages up to 87! percent of actual cost of ship, if not less than 3,500 
gross tons and capable of 14 knots, or up to 75 percent on smaller ships, ships 
with construction subsidy, or ships to be reconstructed. 

2. Contracts in force January 1, 1959: 

(a) 29 companies; 32 ships; applicants’ estimated construction costs, $291.7 
million. 

(b) Maximum insurance liability of Government: $123.4 million, estimated con- 
struction loans; $241.6 million, estimated mortgage loans. 

3. Applications pending: 

(a) 11 companies; 13 ships; applicants’ estimated construction costs, $83.3 
million. 

(b) Maximum insurance liability of Government: $37.1 million, estimated con- 
struction loans; $65.7 million, estimated mortgage loans. 

4. Defaults: 

(a) TMT Carib Queen, completed as a roll-on, rolloff ship in 1956, declared in 
default October 1957: 

(1) Required paymez.t of insurance by Maritime, $4,087,292 (principal of 
$3,947,416 plus interest of $139,876). 

(2) Ship sold to United States for $3,450,000 (current domestic market). 

(3) Invitation to bid issued by Maritime for sale of ship at a minimum 
price of $4,141,818 (i.e., amount of Government’s interest), less actual cost 
of repairs up to $465,000 (such deduction not to include cost of any changes 
in shafting to increase power). 

(4) Only one bid received for $4,305,000; determined to be not responsive. 

(5) December 10, 1958: Agree d to transfer ship to Navy, on a temporary 
custody basis, as-is-where-is, without cost to Maritime. 

(b) SS Leilani (passenger ship): 

(1) Originally sold by Maritime under authority of Public Law 361, 84th 
Congress, with a 25 percent downpayment and Government first mortgage 
for balance of $2,887,821. 

(2) Maritime insured a second mortgage held by Bowery Savings Bank, 
woe. 

(3) Owner was declared in default under second mortgage in January 1959. 

(4) February 24, 1959: Maritime accepted assignment of second mortgage 
and paid Bowery Savings Bank $2,380,255 (principal and interest). 

(5) Government’s interest in Ss’ Leilani totals $5,005,255 under first and 
second mortgages (principal and interest) and foreclosure proceedings are 
being instituted through Department of Justice. 


V. RESEARCH AND DEVELOPMENT PROGRAM 


1. It is essential to meet ever-increasing need to improve competitive position of 
merchant marine. Need is magnified by replacement requirement of entire fleet, 
and by advent of nuclear propulsion. 

2. In June 1958, contract was awarded to National Academy of Sciences, 
National Research Council to advise Maritime in the creation of optimum research 
and development program, in terms of objectives, priorities, and delineation of 
methods. 

3. In meantime, research and development program will be continued on a 
modest scale, based on these principles: 

(a) Encourage industry to undertake research in its own interest. 

(6) Continue to cooperate with AEC in development of nuclear-powered ship 
propulsion systems. 
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(c) Undertake development of new designs for seagoing craft such as hydrofoil 
ships, subsurface ships, etc. . 

(d) Continue studies of improved systems and equipment designed to reduce 
costs, increase safety and defense value of ships. 

(e) Contract for actual fabrication or procurement of prototype equipment only 
when so large or unproven that industry cannot reasonably be expected to under- 
write costs. 

4. Examples of scope of program: 

(a) Hydrofoil craft: Completed feasibility study on high speed, seagoing com. 
mercial hydrofoil craft, and have followed up with award of a contract to Grum.- 
man Aviation Engineering Corp. for $250,000, covering design of a large seagoing 
hydrofoil ship and working drawings for a test craft to displace 70 to 100 tons and 
operate at 80 knots. (Chart: View of Hydrofoil Craft.) 

(b) Standardization of containers: Maritime has taken the initiative in coopera- 
tion with the National Standards Association in establishing container standards 
for movement of goods by ocean shipping. 

(c) Commercial submarine tanker: On the basis of feasibility studies covering 
commercial submarines, it has been determined that an atomic cargo submarine 
is feasible from an engineering standpoint, but not from an economics point of 
view. Although plans have been postponed at present for construction of such a 
ship, we are continuing a contract with the Electric Boat Division of General 
Dynamics Corp., for the development of preliminary designs for a nuclear. 
powered submarine tanker of approximately 20,000 tons. 

(d) Ship bridge displays and controls: A feasibility study has been completed 
by Dunlap & Associates of Stanford, Conn., dealing with a human engineering 
analysis of an oceangoing ship’s bridge. Its purpose was to devise a grouping of 
the instruments on a ship’s bridge in such a way that the officer-in-charge will be 
able to make timely decisions and prevent accidents. The contractor has pre. 
sented sufficient information to allow the Maritime Administration to write 
contracts for manufacture and testing of experimental instruments and equip- 
ment. 

(e) Shipboard organization and activities research: By contract with the 
Southwest Research Institute, San Antonio, Tex., a study is being conducted of 
the organization and activities on board a typical oceangoing freight vessel, for the 
purpose of determining the best crew organization to carry out necessary tasks at 
sea and in port. This information will be made available to design engineers 
with a view to relating manpower requirements to machine capabilities in designing 
ships. 

5. Proposed program in 1960 budget consists of: 


(a) Nuclear research and development_-___.....------------------ $2, 000, 000 
(b) Development of ship components and special studies______--_--~-- 1, 900, 000 
ID id hea) cdc dette neebsneaeenithasdoes ohn Viaabeiah 3, 900, 000 


VI. RESERVE FLEETS 


1. Primary functions of reserve fleets are to provide safe mooring and berthing 
of vessels, arrest corrosion and deterioration, perform recurring preservation work, 
and protect vessels from fire, sabotage, and other damage. 

2. Authority: Section 11 of Ship Sales Act of 1946, as amended. Fleets 
presently consist of about 2,100 ships which the Department of Defense has 
determined should be preserved and maintained for national defense purposes, 

(Chart showing number of ships in reserve fleets, by types, 1952-60.) 

You will note that, at present, the reserve fleet consists of 1,426 Libertys, 291 
Victorys, 169 C type, 69 tankers, and 135 miscellaneous. 

3. Ships are distributed among eight strategic fleet sites: 


Atlantic coast: 
Hudson River, N.Y. 
James River, Va. 
Wilmington, N.C. 
Pacific coast: 
Suisun Bay, Calif. 
Astoria, Oreg. 
Olympia, Wash. 
Gulf coast: 
Mobile, Ala. 
Beaumont, Tex. 
4, Preservation phases; 
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(a) Basie preservation: Primary job of laying up and preserving ships when 
they are placed in reserve fleets. ; 

(b) Recurring preservation: Job of repeating preservation measures at pre- 
determined intervals (application of preservative oils and grease to machinery 
and electrical equipment every 4 years, painting of hulls and superstructures 
every 2 years, painting of waterlines every 6 months, turning over main engines 
every 6 months). » i : ; 

(c) Bottom preservation by cathodic methods: Technique of preventing rusting 
and pitting on underwater surfaces of hulls by passing an electric current between 
“anode beds’? and the hulls of the ships. 

This represents a great improvement over previous method of drydocking, 
both in terms of its modest cost and time required for breakout of ships in the 
event of emergency. 

5. Cost of program: 1t has cost fhe Government an average of $7.4 million 

r year ducing the period of 1946-59 to maintain and preserve these ships, the 
replacement value of which is estimated at about $8 billion. These figures would 
seem to indicate an extremely low cost for maintaining such a valuable asset. 

§. Grain storage program, December 31, 1958: 228 ships in fleets were being 
utilized for the storage of 52.1 million bushels of surplus grain for the Commodity 
Credit Corporation, Department of Agriculture, which reimburses Maritime in 
full for costs of this program. 

7. Liberty ship conversion and upgrading program: 

(a) Program undertaken early in 1954 to evaluate possibility of upgrading 
large number of Libertys in reserve fleets to meet increased speed requirements 
of the Department of Defense, as well as to assist in comparing new types of 
propulsion plants with existing ones, and develop new plants. 

(b) Four ships converted: 

SS Benjamin Chew: Converted to steam turbine drive and changed cargo 
gear to facilitate carrying military cargoes (now in layup). Cost of con- 
version, $2,282,301. Sailed 136,000 miles; average sea speed, 13.4 knots. 

MV Thomas Nelson: Installed 2 geared diesel engines, finer bow, and ex- 
perimental cargo cranes (under charter to U.S. Lines since August 1956). 
Cost of conversion, $3,229,899. Sailed 125,000 miles; average sea speed of 
15 knots. 

GTS John Sergeant: Installed lengthened bow, open cycle gas turbine, 
and controllable-reversible pitch propeller (under charter to U.S. Lines). 
Cost of conversion, $3,861,354. Sailed 100,000 miles; average sea speed of 
16 knots. 

GTS William Patterson: Utilizes new concept in marine propulsion, a free 
piston-gas turbine propulsion plant (being operated by Lykes Bros. under 
GAA). Cost of conversion, $4,013,060. Sailed 60,000 miles; average sea 
speed of 13.5 knots. 

Although observation and analysis of the operating results of these con- 
versions are still going on, program has demonstrated feasibility of upgrading 
speed, seaworthiness, and efficiency of Libertys in reserve fleets, at a rela- 
tively low cost. 

8. Scrapping program, as of March 1, 1959: 

(a) Law provides for retention of vessels in reserve fleets, except those deter- 
mined to be of insufficient value for commercial and national defense purposes to 
warrant their maintenance and preservation. Maritime depends on Department 
of Defense for a determination that vessels have insufficient value for national 
defense, 

(6) Modest long-range program was adopted in 1957 for orderly disposal of low 
priority ships in the reserve fleets. Plan contemplated disposal at a rate of only 
about 100 per year or 8 to 10 per month, with sales to be geared to market on 
scrap. Covered by plan were 569 Libertys (35 coal burners, 21 damaged and 513 
unstrengthened and otherwise unsatisfactory ships). 

(ec) Navy selected first 100 of these ships for disposal, and subsequently has 
selected 200 more. 

(d) Of the 300 ships selected, only 107 have been sold for $8,071,)46—at an 
average price of $75,431. Others have been put out for bids, but this is the maxi- 
mum number that the market has been able to absorb at the minimum price of 
$70,000 per ship set by Maritime. We do not anticipate any better outlook in 
foreseeable future. 

(e) Concerning 35 coal burners, considered least desirable for retention. Sales 
were held up while Congress had under consideration a number of legislative pro- 
posals to sell some of these ships for U.S.-flag and foreign-flag operation. When 
legislation did not pass, sales were resumed late in 1958; 18 sold to date. 
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9. Projected program under 1960 budget: 

(a) Proposed allowance will permit continuation of cathodic protection at 
— level, but preclude further preservation of all Liberty ships and provid 
or only 50 percent of preservation falling due on all other ships. P 

(b) In order to be in a position to apply this limited allowance to best advan 
tage, the Department of the Navy Siero requested by letter of February 13 
1959, to establish priorities for retention and preservation of ships in the reserye 
fleets, by types. 

VII. RESERVE SHIPYARDS 


1. Location: Wilmington, N.C.; Richmond and Alameda, Calif.; Vancouver 


ash. 

2. Constructed during World War II by the Maritime Commission: 

(a) Placed in standby in 1946 upon determination by Army and Navy Muni- 
tions Boards that the ‘four yards are essential to the defense of the United States 
in event of a national emergency.’’ 

(b) Above four yards selected for general reasons of location, ability to build 
standard-type ships of moderate size, and in the case of Alameda, troopships- 
efficiency of operation, sufficiently permanent construction to withstand deteriors. 
tion for considerable period. 

3. Status: About one-third of Wilmington Shipyard is permitted to North Car. 
olina State Ports Authority for operation of Wilmington Port Terminal, and 
portions of the other three yards are permitted to other Government agencies; 


also some machine tools are permitted or rented to private defense contractors 


(about $2.5 million in rentals realized from the four yards since 1946). 

4. Maintenance forces carry out a program of maintenance, repair, and preser- 
vation of buildings, structures, machinery, equipment, tools, etc., so that in case 
of emergency the yards may be reactivated in shortest time possible; also carry 
out continuing inspection of leased or permitted property and equipment to insure 
compliance with terms and conditions of agreements. 

5. Estimated cost of this limited maintenance program: $707,450 for fiscal year 
1959 ($604,100 for personal services; $103,350 for other objects). 

6. November 1957: By agreement with Coordinator of Shipbuilding, Conver- 
sion and Repair, Department of Defense, Maritime prepared to offer the four 
yards for sale for shipbuilding, ship conversion, and repair purposes under the 
national industrial reserve clause. 

(a) At request of House Merchant Marine and Fisheries Committee proposed 
sale was postponed. Hearings were held and committee concluded in August 
1958 that an adequate case had not been made for disposing of the reserve ship- 
yards. As a result, no further effort was made to dispose of these facilities. 

7. July 1958: The Department of Defense reaffirmed its previous decision that 
any lease, permit, or sale of the facilities would have to be contingent upon the 
preservation of the installations for shipbuilding purposes in an emergency. 

8. February 1959: Under Administration policy, consideration is being given 
to the declaration of these yards as surplus. Maritime has again aad the 
Coordinator of Shipbuilding, Conversion and Repair, Department of Defense, 
to advise as to the continued necessity for retention of these shipyards for mobili- 
zation shipbuilding or ship repair purposes. 

9. Proposed 1960 budget: Includes funds ($680,000) for continuing minimum 


maintenance of the yards pending determination as to their ultimate disposition. | 


VIII. MARITIME TRAINING 


1. Purpose: To train selected U.S. citizens to become licensed officers in | 


American merchant marine. 

2. U.S. Merchant Marine Academy: 

(a) Established by administrative action in 1940. 

(b) Made a permanent institution in 1956 by Public Law 415, 84th Congress. 
Law provides for congressional nominations; 1,600 candidates for incoming 1958 
class nominated by Members of Congress, 305 admitted on basis of competitive 
entrance examinations and physical qualifications. 

(c) Current complement: About 742 cadets plus 215 cadets at sea. 


{@) Capable of expansion to accommodate over 2,400 cadets in an emergency. | 


State maritime academies: 


(a) Maritime also administers a grant-in-aid progam for four State maritime | 


academies (New York, Maine, Massachusetts, and California). 


(b) During fiscal year 1958, these schools had an average of 710 cadets in 
Federal-pay status and 239 others. 
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4, Graduates: Receive U.S. merchant marine officer licenses, issued by Coast 
Guard, as third mates and third assistant engineers of ocean ships; bachelor of 
ience degrees; and if qualified, commissions as ensigns in U.S. Naval Reserve. 

Chart showing number of graduates by year and by school. 

5, Proposed 1960 budget: 

(a) Kings Point: Provides for an increase of $334,000 (total $2,900,000); 
covering primarily— 

fi) Beginning of phased replacement and modernization of instructional 
equipment; 

(OY Continuation of phased program of major repairs to facilities; 

(3) Allowances for all required uniforms and textbooks of cadets as 
prescribed in Public Law 415 (previously limited to set amounts) ; and 

(4) Increase in food allowances for cadets. 

(b) State maritime academies: Provides for an increase of $450,000 (total 
$1,100,000) primarily to give effect to Public Law 85-672 (Maritime Academy 
Act of 1958) ; covers— 

(1) Increase in grants from $47,500 to $75,000 per State. 

(2) Increase in allowances from about $450 to $600 per cadet. 

(3) Increase in number of cadets eligible for allowances (from previous 
limit of 710 to full enrollment of about 1,100). 

Public Law 85-672 authorizes Maritime to enter into contracts and incur 
obligations for periods up to 4 years, covering expenses and allowances to 
students for entire period of their academic course. 

6. Proposed legislation on status of administrative enrollees at Kings Point. 

(a) Bill forwarded to Congress February 16, 1959, developed by Department of 
Commerce and Civil Service Commission. 

(b) Purpose: To clarify status of administrative enrollees of U.S. Maritime 
Service at Kings Point by— 

(1) Conversion of positions of executive, administrative, custodial and 
service personnel to civil service; and 

(2) Establishing a system of employment and compensation for faculty 
comparable to U.S. Naval Academy. 

(c) Bill in accord with recommendations of 12th Congressional Board of 
Visitors to the Academy and of the Academy Advisory Board. 

7. Memorial chapel at Academy, Kings Point: 

(a) Contract awarded for construction of chapel, exclusive of finishing of in- 
terior and furnishings (eventual total cost, about $700,000). 

(b) Will not require expenditure of funds appropriated by Congress. 

(c) Funds available over $575,000 to date ($200,000 in profits from ships service 
stores of maritime training stations during last war; remainder represents dona- 
tions authorized by Public Law 485, 80th Cong., for this purpose). 

8. Eisenberg report: It may be of interest to the committee to mention a 
report prepared by Captain Eisenberg, assistant head of department of nautical 
science, U.S. Merchant Marine Academy, who, at the request of ICA, made a 
study of existing facilities and requirements for training of merchant marine 
officers in Indonesia. Captain Eisenberg remained in Indonesia about 90 days 
and expense of project was borne by ICA. Report includes recommendations 
for: (1) reorganization and improving the method of operation of the Indonesian 
Maritime Academy, after the pattern of Kings Point; and (2) U.S. assistance 
in meeting initial faculty requirements and training Indonesian personnel for 
faculty positions. ICA has not as yet requested Maritime to comment officially 
on the report and recommendations. 


IX. CARGO PREFERENCE AND FOREIGN DISCRIMINATION 


1. Authority 


(a) Public Resolution 17, 73d Congress, applies to Government loans for 
exports from United States and provides for their carriage exclusively (100 per- 
cent) in U.S.-flag vessels, except that waivers may be granted under special 
circumstanees. (See 3 below.) 

(b) Cargo Preference Act (Public Law 664—-83d Cong.) provides that at least 50 
percent of U.S. Government-financed cargoes shall be carried on U.S.-flag vessels. 

Maritime exercises general surveillance over administration and operation of 
cargo preference, and has chairmanship of Interagency Committee on Cargo 
Preference which includes Agriculture, GSA, ICA, MSTS, and others. 
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2. Importance to American merchant marine 

(a) 1957: Cargoes subject to cargo preference carried by U.S.-flag ships— 
52.3 percent of exports; 58.6 percent of imports. v 

(b) 1955-1957: Government-financed programs provided 20 percent of all 
out-bound cargo carried by U.S.-flag liners, 66 percent of all outbound cargo 
‘arried by U.S.-flag tramps. 

(c) Evident that without cargo preference U.S.-flag tramps would be put out 
of business and American liners would lose a substantial share of their business 

(d) Notwithstanding importance to U.S. ships, traffic subject to cargo pref- 
erence comprises only small portion of total U.S. foreign commerce (1957, 10 per- 
cent of exports, 1.3 percent of imports). Criticism of policy on ground that it js 
against free interchange of shipping services, and prevents foreign ships from 
earning dollars therefore misleading.’ In 1957, these ships carried 84.4 percent 
of U.S. exports, 80.6 percent of imports. 


8. Waivers, Public Resolution 17, 73d Congress 

(a) Practice of granting waivers to permit recipient nation vessels to participate 
up to 50 percent of traffic, otherwise required to be carried 100 percent in U.S.-flag 
vessels, arose some years ago at request of Export-lmport Bank. 

(1) In extending credit to assist in rehabilitating foreign nations having 
merchant marines, Bank had difficulty in administering a policy of excluding 
participation of ships which are a part of the economy of those countries, | 

(2) It was realized also that to insist on 100 percent U.S.-flag policy at the 
U.S. end might result in a similar policy at the foreign end detrimental to 
our shipping. 

(6) An important consideration in granting waivers is that recipient nation 
accord fair and nondiscriminatory treatment to U.S.-flag ships on a parity with 
its own ships in foreign trade. Denial of waivers or the possibility of such denial 
has been a strong influence in curing some discriminatory practices. 

(c) In 1958, waivers were granted to permit recipient nation vessels to carry 
up to 50 percent of cargoes under 29 loan credits by Export-Import Bank involv- 
ing over $500 million for movements to 11 countries. 


4. Foreign discrimination 


(a) Inequities encountered by U.S.-flag ships may include higher charges c? 
extra procedures not applicable to national-flag ships. Most damaging, however, 
are those of a traffic nature which affect cargo participation and freight revenue 
(such as preventing shipper from making free choice of carrier and forcing him to 
use national-flag ships by import licenses, directed routing, preferential exchange 
rates, etc.) 

(b) Remedial measures are generally sought through negotiations in diplomatic 
channels with representatives of foreign government. Waivers under Public 
Resolution 17 also provide a means of remedy, in connection with cargoes financed 
by Export-Import Bank. 

(c) Principal cases of discrimination. 

(1) Ecuador. Importer who does not use national-flag ships must pay an 
extra 1 percent of value of goods as part of invoice fee. Representations 
have been made through Department of State, but Ecuador has declined to 
remove discrimination, claiming it is a means of subsidizing its fleet. 

(2) Chile. In 1956 enacted law reserving 50 percent of all Chilean exports 
and imports to Chilean vessels (not confined to Government financed or 
purchased cargoes). Law was protested in vain through Department of 
State. However, full effect of law not felt as yet by United States because 
there are not enough Chilean vessels to carry 50 percent of trade. 


X. STATUS OF TRAMP FLEET AND SHIPS IN DOMESTIC TRADES 


1. Tramp fleet 


(a) As of June 30, 1958. Only 82 U.S.-flag dry cargo ships listed as being 
engaged in tramp trade. (Of these, 29 were actually time chartered, 24 to liner 
operators and 5 to MSTS). : 

(b) Survival of tramp fleet due to cargo preference legislation, Government- 
sponsored export programs, periodic shortages of tonnage, charters to MSTS and 
liner operators. 

(c) Future of these programs is too uncertain to attract investments in new 
tramp ship construction. Unless prospects for profitable operation are made 
more promising, it is extremely unlikely that these ships will be replaced with 
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new construction. Some may replace with foreign construction for foreign-flag 
— 

(d) Studies indicate the U.S.-flag tramp fleet will disappear in near future 
ynless some form of aid is provided such as operating-differential subsidy. 

(e) In 1957 (last year for which data are available) 60.7 percent of U.S. foreign 
commerce was carried by tramps, all flags. U.S.-flag tramps carried 8.1 percent 
of the total tramp cargoes while foreign-flag tramps carried 91.9 percent. These 
fgures appear to indicate that, if any significant progress is to be made toward 
carrying a “substantial portion’’ of our foreign trade, it can be done only by 
increasing the amount of tramp cargo carried by our ships. 

(f) American Tramp Shipowners Association, Inc., has proposed amendment 
of 1986 act to permit U.S.-flag tramps to receive operating-differential subsidy, 
« that they may be on a cost parity with foreign tramps and thus be able to 
survive. 
$, Ships in domestic trade 


(a) Maritime study in 1955 indicated need for technological improvements to 
offset excessive cargo handling costs; more than 50 percent of every revenue dollar 
isspent for cargo handling. 

(b) Despite early interest, very little progress can be reported on the construc- 
tion of roll-on, roll-off ships. Only two projects now considered active: Pacific 
Trailerships (two ships), and Chesapeake & Ohio Railway (two ships). 

(c) Lift-on, lift-off developments appear more promising. Pan-Atlantie con- 
yerted six C~2’s to lift-on, lift-off to carry trailer vans without chassis. Seatrain 
has another new lift-on, lift-off under contract. Lift-on, lift-off operations have 
emeountered serious difficulties in competitive rate cutting by railroads, under 
ICC regulations. 

(d) Replacement of bulk carriers appears promising. These ships are primarily 
industrial carriers, either company owned or tied by contract to complete opera- 
tions. During the past year, one new Great Lakes ore carrier was delivered, and 
fve are now under construction. Additional construction of 13 ore carriers is 
considered probable in the near future. 

(e) Ships in domestic trades have not been able to increase rates sufficiently to 
meet increased operating costs because of pressures on rate structures exerted by 
competing modes of land transportation. Actually ICC has permitted rail carriers 
tomake rate reductions for services which are competitive with those provided by 
domestic ocean carriers. In spite of protests from shipping lines, ICC has per- 
mitted some charges to fall to levels which barely cover costs. By increasing 
rates in areas where competition with other modes of transportation is not signifi- 
cant, rail industry has been able to wage such effective rate war with competing 
water carriers that inherent economies of water transport are frequently lost. 
(Example: Prior to World War II there were 14 shipping companies in Atlantic 
guif service; today there are 2.) 

(f) It has been suggested that the Government assist this segment of the 
shipping industry by indirect measures, such as accelerated depreciation rates 
for vessels, deposits of earnings in tax-free construction reserve funds, as well as 
research and development in the areas of prototype vessels and containerization. 
Amore direct measure would be the revision of the rate-cutting practices permitted 
under current ICC regulations. 


XI. NONCONTIGUOUS DOMESTIC TRADE 


1, Regulatory jurisdiction 

(a) The Congress on two different occasions has expressly continued the juris- 
diction of the Federal Maritime Board, or its predecessor agency, over common 
carriers by water in the noncontiguous domestic trade: 

(1) Under the Transportation Act, in connection with transportation 
between the United States and its Territories or possessions; and 

(2) More recently, under the Alaska Statehood Act, in connection with 
transportation between the new State of Alaska and ports in other States of 
the Union. 

We understand that the proposed Hawaiian statehood bill contains a similar 
provision. 

(}) This is necessary because the problems and practices of common carriers 
by water in the noncontiguous domestic trade are of a markedly different nature 
than those faced by interstate commerce carriers which are subject to the Inter- 
state Commerce Act. These problems and practices are similar to those of the 
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overseas ocean trade, and can, in our opinion, be met with greater flexibility under 
jurisdiction of the Federal Maritime Board than under the Interstate Commerce 
Act, applicable to interstate commerce. 


2. Problem areas 

(a) By law, U.S. coastal trade restrictions apply also to the noncontiguous 
domestic trade (i.e., with Alaska, Hawaii, Puerto Rico, and other possessions), 

(b) Since foreign-flag vessels cannot serve this trade, and the trade is pre- 
dominantly with the continental United States, the ocean transportation needs 
of these areas have been largely dependent upon the availability of U.S.-flag 
services. 

(c) As a result, it has been held that ocean transportation costs for commerce 
between these areas and continental United States are higher than would be the 
case if foreign-flag ships were permitted to serve the trade. Thus it has been 
suggested that subsidies be provided to give them shipping services at cost levels 
closer to world rates. 

(d) Moreover, with the exception of Hawaii, there is considerable imbalance 
in the movement of cargo between continental United States and these areas, 
As a consequence, the rate structure must reflect the costs of return voyages in 
ballast. 

(e) Another problem is insufficiency of traffic volume to induce ships to call at 
certain ports. Thus, there is a lack of economic justification for some shipping 
services. For example, from U.S. South Atlantic ports there have been a number 
of complaints regarding the adequacy of shipping services to Puerto Rico. 

As requested by your committee, the Maritime Administration has undertaken 
a study of the latter problem. A report of our findings is practically completed 
and will be submitted to your committee in the near future. 
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RECAPTURE, PAYMENTS ON ACCOUNT AND BALANCE OF SUBSIDY DUE 


CALENDAR YEARS 1947 - 1960 
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The CuarrMan. Mr. Morse, thank you for coming down, 

The committee will adjourn subject to the call of the Chair, 

(Whereupon, at 12 noon, the committee adjourned, subject to the 
call of the Chair.) 


Xx 








